Res ekttese 
Retire sy eat St 
hs besser 


ae 


a = eS 
s Ses 


pe 


Sierras 


= 


eetait ates Seno 
= ape nA 


Poets 
Sa 


Seas 


eae 


€ LELGSSLL LOZL € 


ANIMA A 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/61115551913 


7, 7 7 — 
\ le , ; 
i NORA yg” Goyer | | 
iy 2°" ; . 
a u ae : 7 ' ny 
es : : 1 y 
i F ; Tf ; | 1% i) ; 
is Or ee tf) ; 
j ho, un : : “ie | f) 4 
=< SS @t Nyy ae na 7 y oe 7 
- 
( _ - 


POSITORY LIBRARY MATERIAS 
Govern ment 
Publioat ons 


The Budget in More Detail 


Tabled in the House of Commons 
by the Honourable Allan J. MacEachen 
Deputy Prime Minister and Minister of Finance 


November 12, 1981 
GA! 


FM | 
See JS 


& | | 
“Canada 


- 2 2) Std Dee 
Ly aatiees i: 7.0 


- . 7) aay, 
een a 


The Budget in More Detail 


Tabled in the House of Commons 
by the Honourable Allan J. MacEachen 
Deputy Prime Minister and Minister of Finance 


November 12, 1981 


e ae Department of Finance Ministere des Finances 
Canada Canada 


BRAPY 


Ds asin semen” RELERUNTE 


Preface 


The tax measures, expenditure plans and projections of the government's fiscal 
position which make up the budget are large and complex subjects which 
cannot be covered at all fully in the budget speech. Thus, the following 
document has been prepared in order to provide Parliament and the public with 
a fuller explanation of the government’s fiscal, expenditure and tax strategies 
and with the information required for a more complete understanding of the 
government's fiscal situation. 


The document describes the overall fiscal plan and the expenditure plan by 
envelope in some detail. It reviews the set of measures being taken to ease the 
burden of high interest rates. The specific changes in personal, corporate and 
sales taxation and in tariffs which are being introduced are set out, and related 
to the major tax system objectives being pursued. Complete technical 
information on the tax measures is contained in the separate volume of 
supplementary information and Notices of Ways and Means motions. 


Information is provided on government revenues, non-budgetary transactions 
and financing, including the impact on revenues of the recent energy 
agreements. The impacts of developments which affect the interpretation of the 
government’s accounting statements, such as the change in the status of 
Canada Post, are also explained. 


The Minister of Finance 
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I. The Overall Fiscal Plan 


Deficits 


This chapter provides a description and analysis of the projected course of the 
deficit, and of the contributions of revenue increases and expenditure restraint 
to deficit reduction, in the current overall fiscal plan. The increase in the level of 
the deficit which occurred between 1974-75 and 1980-81 is also reviewed 
briefly to provide perspective on the current strategy. A comparison of the fiscal 
position now projected with that projected in the October 1980 budget 
concludes the chapter. 


The projected levels of the government’s revenues, expenditures and 
non-budgetary transactions, under the new fiscal plan, are set out in Table 1.1. 
For comparability over time, the figures for all years in the table treat the 
revenues and expenditures of Canada Post as if this agency had Crown 
corporation status throughout the period. The fiscal projections are based on 
the economic assumptions set out in a companion budget paper.” 


The deficit this year is now expected to be lower than the level projected in the 
October 1980 budget; relative to the size of the economy, it is significantly lower 
than the peak level of 1978-79. With the tax measures and expenditure plan 
announced in this budget, the government’s budgetary deficit and financial 
requirements will be cut sharply in 1982-83 and decline further in 1983-84. They 
are projected to remain approximately constant as percentages of gross 
national product (GNP) in the remaining years of the fiscal plan. 


The budgetary deficit will be cut by some $2.9 billion to $10.5 billion in 
1982-83. As a percentage of GNP, the deficit would decline from 4.0 per cent in 
1981-82 to 2.8 per cent in 1982-83 and to 1.9 per cent by 1985-86. The ratios 
to GNP from 1982-83 on are lower than in any year from 1975-76 to 1980-81, 
and compare with a peak ratio of 5.3 per cent reached in 1978-79. Since 
1975-76, the levels of the deficit have been adding to the government's net 
debt outstanding at a rate which has caused debt to grow more rapidly than 
GNP (see Table 1.2). High rates of growth of debt have combined with a 
general upward trend in interest rates to cause public debt costs to grow much 
more rapidly than total outlays and thus to absorb a growing share of 
government spending. The 1982-83 deficit will give rise to an increase of 11 per 
cent in net debt: this will be the first year since 1975-76 in which debt has 
increased less rapidly than GNP. Growth in debt is projected to continue to 
decline over the remaining years of the fiscal plan. 


(1) The revenue and expenditure projections in the fiscal plan assume that payment of Petroleum Incentive Program grants, 
and of the rebate of certain oil export charge revenues to the producing provinces, commences in 1981-82. These 
payments could be delayed if the Energy Security Act does not receive Parliamentary approval by March 31, 1982. 


Financial requirements, excluding foreign exchange transactions, are less than 
the budgetary deficit throughout the period of the fiscal plan due to the net 
source of funds provided by non-budgetary transactions. The largest single 
non-budgetary source of funds is the build-up of balances in public service 
superannuation accounts. Financial requirements are reduced by $3.2 billion in 
1982-83 to a level of $6.6 billion, the lowest dollar level since 1976-77. The 
government will thus be borrowing a substantially smaller share of the funds 
available through domestic credit markets, and will thereby relieve one source of 
pressure on interest rates and make additional room available for other 
borrowers. 


Financial requirements do not include direct market borrowings by agent Crown 
corporations, which are expected to be of the order of $1.5 billion in 1981-82. 
However, such borrowings are expected to grow only moderately over the 
period of the fiscal plan; thus total borrowing by the government and its 
agencies is expected to show the same general profile as government financial 
requirements. 


Another measure of the deficit, the federal government balance on the national 
income and expenditure accounts basis, also declines substantially over the 
period covered by the fiscal plan. It was $9.9 billion in 1980-81, is expected to 
fall to $7.4 billion in 198 1-82 and to $6.6 billion in 1982-83, and is projected to 
be reduced further to $5.0 billion by 1985-86. (See Table 1.2 and Chapter IX for 
a reconciliation of differences between the national accounts deficit and 
financial requirements. ) 


In addition to strengthening the anti-inflationary contribution of fiscal policy and 
lessening pressure on interest rates, the fiscal plan will put the federal 
government in a strong financial position. The pressure of growing public debt 
charges will be much reduced. The government will be well within prudent 
borrowing limits and a reserve capacity to respond to economic or other 
national difficulty, should circumstances so demand, will be ensured. 


It is important to recognize the factors underlying the build-up of the budgetary 
deficit and financial requirements which occurred in the latter half of the 1970s. 
In 1974-75, financial requirements were $2.1 billion or 1.4 per cent of GNP. In 
the following years the government introduced a series of tax reductions, over 
and above the automatic reductions resulting from indexation, which 
significantly reduced the share of GNP taken by the federal government as tax 
revenue. The ratio of budgetary revenues to GNP fell from 18.7 per cent in 
1974-75 to 15.7 per cent in 1980-81 (see Table 1.3). Of this 3 percentage point 
decline, seven-tenths of a percentage point may be attributed to the transfer of 
tax points to the provinces. Budgetary expenditures increased at a relatively 
high rate from 1974-75 to 1975-76. Subsequently, expenditures were restrained 
as a matter of policy to an average growth rate slightly below that of GNP. This 
is reflected in the decline in the ratio of budgetary expenditures to GNP from 
21.2 per cent in 1975-76 to 20.0 per cent in 1980-81.) The reductions in cash 
transfers to provinces which are equal to 0.3 per cent of GNP, and which 
occurred under the established programs financing (EPF) arrangements that 


(2) Over this period, government expenditure targets have been set in terms of a broader measure, ‘‘total outlays’’, which is 
the sum of budgetary expenditures and non-budgetary loans, investments and advances. This measure declined relative 
to GNP from 22.9 per cent in 1975-76 to 20.2 per cent in 1980-81. 


Table 1.1 
The Fiscal Plan 
Government of Canada 
Summary Statement of Transactions‘) 
1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 


(millions of dollars) 


Budgetary transactions 


Revenues 45,398 54,310 64,960 74,525 82,655 91,745 
Expenditures —58,066 -—67,650 -—75,450 -—84,075 -—92,635  —101,950 
Surplus or deficit (—) —12,668 -—13,340 —10,490 — 9,550 — 9,980 — 10,205 


Non-budgetary transactions 
Loans, investments and 


advances — 523 — 650 — 850 — 1,075 — 1,265 — 1,350 
Specified purpose accounts 2,781 3,720 3,550 3,910 4,705 5,420 
Other transactions 293 495 1,205 Us A®) 560 — 230 
Net source or requirement (—) 200d 335565 3,905 4,005 4,000 3,840 


Financial requirements 
(excluding foreign exchange 


transactions) — 10,117 —9,775 — 6,585 — 5,545 — 5,980 — 6,365 

Total outlays 58,589 68,300 76,300 85, 150 93,900 103,300 

Percentage growth 13.0 16.6 imi azg 11.6 10.3 10.0 

Percentage of GNP 20.2 20.6 eoe 19.7 19.4 1932 
Total outlays (excluding 

public debt charges) 47,902 53,605 59,535 67,135 74,540 83,025 

Percentage growth 10.6 11.9 Ae, ibeade 110 11.4 

Percentage of GNP 16.5 16.2 1,4 1.0 15.4 15.5 
Budgetary revenue 

Percentage growth 16.6 19.6 19.6 14.7 10.9 

Percentage of GNP V5E7 16.4 1772 17.3 V7 


Budgetary deficit 
Percentage of GNP —4.4 —4.0 —2.8 —2.2 —2.1 —1.9 


Financial requirements 
(excluding foreign exchange 
transactions) 
Percentage of GNP —3.5 —3.0 —1.7 — 1.3 —1.2 —1.2 


“) For comparability, budgetary revenues and expenditures for 1980-81 and 1981-82 are adjusted to treat Canada Post 
revenues and expenditures as if this agency were under Crown corporation status throughout the period. The budgetary 
deficit and financial requirements are unaffected as a result of these adjustments. 


accompanied the transfer of tax points, provided some relief from pressures on 
expenditure growth but this was more than offset by growth in public debt 
charges. Thus, for the period from 1974-75 to 1980-81, the bulk of the increase 
in the ratio of the deficit to GNP is accounted for by major tax reductions which 
substantially reduced the ratio of federal revenues to GNP. 


The tax reductions and deficit increase were intended to provide stimulus to the 
economy during a period of weak growth, and undoubtedly contributed to 
insulating Canada to some degree from the slowdown in the world economy of 
1974 and 1975 and to strengthening the recovery in 1978 and 1979. 


However, experience has shown that the inflation problem is more severe than 
earlier anticipated and must be given priority if the basis for sustained economic 


3 


Table 1.2 
Summary Table, Federal Government Budget Balances and Debt, 


1972-1973 to 1985-86 
ee a ees 2 oe ee 


Financial requirements 
(excluding foreign 
Fiscal Budgetary surplus exchange National accounts 
year or deficit (—) transactions) surplus or deficit (—) Net federal debt 


(millions (percentage (millions (percentage (millions (percentage (millions (percentage 
of dollars) of GNP) of dollars) of GNP) of dollars) of GNP)” of dollars) of GNP) 


Actual 

1972-73 — 999 —0.9 — 1,308 = 2 — 198 —0.2 19,810 18.8 
1973-74 — 1,384 — 1.1 —1,517 —1.2 186 0.1 21,194 Wee 
1974-75 — 1,733 —1.2 — 2,139 ae —47 — 0.0 22,927 1535 
1975-76 — 5,463 —3.3 —4,774 = 29 — 3,918 —2.3 28,390 Wee 
1976-77 —6,210 —3.3 — 5,548 —2.9 — 4,228 —2.2 34,600 18.1 
1977-78 — 10,289 —4.9 — 8,449 —40 — 9,393 —4.4 44,889 225 
1978-79 — 12,226 —5.3 — 11,113 —48 —9,625 —4.1 SANS 24.8 
1979-80 — 11,480 —4.4 — 10,445 —4:0 —9,315 — 3.6 68,595 Zor 
1980-81 — 12,668 —4.4 — 10,117 —3.5 — 9,864 —3.4 81,263 28.0 
Projected 

1981-82 — 13,340 —4.0 —9,775 —3.0 — 7,360 —2.2 94,603 28.6 
1982-83 — 10,490 —2.8 — 6,585 ilar — 6,560 —1.7 105,093 27.8 
1983-84 — 9,550 —2.2 — 5,545 =— 1.3 — 4,940 —1.1 114,643 26.6 
1984-85 — 9,980 —2.1 — 5,980 —1.2 — 5,530 —1.1 124,623 25.8 
1985-86 — 10,205 —1.9 —6,365 —1.2 — 5,030 —0.9 134,828 PAS, | 


() Percentage of GNP for calendar year ending three months before the end of the relevant fiscal year. 


growth, financial stability, and continued social progress is to be preserved and 
strengthened. These considerations, together with the need to strengthen the 
federal government’s financial position to ensure effective national economic 
leadership, underlay the strategy of steady deficit reduction adopted in the 
October 1980 budget. This strategy is being accelerated in the current fiscal 
plan. 


With the anticipated slowing in growth in the economy, and with the current 
surge in interest costs, deficit reduction is not easily achieved. As every 
economic unit — from the family to the government — knows, reducing a 
deficit involves difficult adjustments. For a government, the difficulty takes the 
form of having to take actions with respect to revenues and expenditures which 
are likely to be unpopular. Taxes have to be raised, but the funds cannot be 
used to introduce popular new programs. Expenditures are restrained but the 
Savings cannot be used to cut taxes. This period of adjustment must be 
accepted, however, if Canada is not to be saddled indefinitely with a high 
federal deficit. 


As already noted, the decline in the deficit to be achieved in the fiscal plan is 
substantial: the budgetary deficit will be lowered from a level of 4.0 per cent of 
GNP this year, to 2.8 per cent of GNP in 1982-83 and toa projected 1.9 per 
cent of GNP in 1985-86. Strong growth in revenues relating to oil and gas 
production greatly assists deficit reduction, but some increases in general taxes, 
and strict restraint in expenditures to ensure that total outlays increase at a 
slower pace than GNP, have also been required. 


Revenues 


Strong projected growth in tax revenues on oil and gas production over the next 
several years is a key feature of the current fiscal plan, as it was of the October 
1980 budget. The revenues currently projected, based on the price and taxation 
provisions of the recently concluded energy agreements, are some $700 million 
lower in 1981-82, and some $900 million higher in 1982-83, than the 
comparable revenues in the October 1980 budget. The gains in these revenues 
relative to last year’s fiscal plan are larger in subsequent years. In the current 
plan, oil and gas production revenues are projected to grow from a level of $4.6 
billion (1.4 per cent of GNP) in 1981-82, to $8.3 billion (2.2 per cent of GNP) in 
1982-83, and to $15.1 billion (2.8 per cent of GNP) by 1985-86. 


The tax measures introduced in the budget will help achieve substantial deficit 
reduction over the next two years before the full build-up in energy revenues is 
obtained. They are estimated to increase federal tax collections by $1.4 billion 
in 1982-83, and by $2.1 billion in 1983-84. As some of the measures are 
temporary, and as some have greater impact initially than in the longer run, the 
net additional revenues from these further tax measures decline after 1983-84 
to an estimated $1.2 billion in 1985-86. 


With the gains from oil and gas production revenues and the further tax 
measures, the ratio of total budgetary revenues to GNP will increase to 17.2 per 
cent in 1982-83 and remain at about this ratio throughout the period of the 
fiscal plan. This ratio remains appreciably below the 1974-75 level, and 
indicates that the overall burden of taxation has not been raised back to the 
level prevailing in the earlier low deficit period. 


Table 1.3 
Budgetary Revenues, Expenditures, Deficit and 
Financial Requirements Expressed as Percentages of GNP‘’) 


1974-75 1975-76 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 


Budgetary revenues 18.7 WAR) TORT 16.4 ice 17.3 Aiea Aven 
Budgetary 

expenditures — 19.9 —21.2 — 20.0 — 20.5 —19.9 — 19.5 — 19.2 — 19.0 

of which: 

public debt 

charges (—2.2) (—2.4) (—3.7) (— 4.4) (—4.4) (— 4.2) (—4.0) (—3.8) 

Budgetary deficit —1.2 — 3.3 —4.4 —4.0 —2.8 —2.2 —2.1 —1.9 
Financial 


requirements 
(excluding foreign 
exchange 
transactions) — 1.4 = P21) =s(6}5 —3.0 —1.7 — 1.3 =1.2 = 2 


() All figures are adjusted to treat Canada Post revenues and expenditures as if this agency had been a Crown corporation 
throughout the years covered. 


Expenditures 


The importance attached by the government to social, regional and 
international objectives, and to the vital positive role which must be played by 
government in economic development and energy, has ruled out the pursuit of 
deficit reduction through a drastic scaling down of the size of government 
expenditures relative to the economy. However, strict restraint over expenditure 
growth plays a key role in achieving deficit reduction. 


Outlays, and outlays excluding public debt charges, are held well below 
projected GNP growth in 1982-83. As is set out more fully in Chapter IIl on the 
expenditure plan, this has been achieved through restricting most areas of 
federal expenditure to growth at below the trend rate of GNP increase, although 
energy, defence and foreign aid have been allowed to increase more rapidly. In 
addition, as announced in the October 1980 budget, transfers to provinces 
under EPF arrangements are being reduced relative to the levels which would 
have resulted under continuation of the 1977-82 arrangement. This also helps 
reduce expenditure growth in 1982-83. After 1982-83, the fiscal plan provides 
that outlays excluding public debt charges will increase approximately in line 
with GNP. Given the modest growth in the economy projected for this period, 
this guideline will allow little room for net new expenditures. In most areas any 
Significant new initiatives will have to be financed through reductions in existing 
programs. 


Beyond the current fiscal year, lower deficits and the assumed downward trend 
in interest rates cause a dramatic turnaround in the growth of public debt 
charges from the average increase at a rate in excess of 20 per cent 
experienced in the five years to 1980-81 and the 38-per-cent increase expected 
in 1981-1982. Public debt charges are expected to increase by less than 15 per 
cent in 1982-1983, and at an average rate of less than 7 per cent in the 
following three years. This low increase in public debt charges holds the growth 
in total outlays below the projected growth in GNP after 1982-1983. 


Comparison with the October 1980 Fiscal Plan 


The October 1980 fiscal plan called for the budgetary deficit to fall from 

$14.2 billion in 1980-81 to $13.7 billion in 1981-82, and to $11.8 billion in 
1983-84. The decline in financial requirements (excluding foreign exchange 
transactions) was projected to be somewhat steeper, with a reduction from 
$12.2 billion in 1980-81 to $11.0 billion in 1981-82, and to $7.2 billion in 
1983-84. The actual deficit and financial requirements for 1980-81 were some 
$1.5 billion and $2.0 billion lower, respectively, than anticipated last October. 
The current fiscal plan is intended to hold the deficit and financial requirements 
to levels significantly below last year’s targets in the current and following years 
(see Table 1.4). 


The conversion of Canada Post to Crown corporation status does not, in itself, 
affect the balance of the government’s revenues and expenditures or the 
government's financial requirements, but it does mean that the revenue and 
expenditure levels in the current fiscal plan, presented in the preceding section, 
are not directly comparable with the revenues and expenditures in last year’s 


plan. Given the new status of Canada Post, postal revenues and expenditures 
are no longer included in the government’s total revenues and expenditures; 
instead, budgetary expenditures now include the subsidy to cover the projected 
Canada Post deficit over the period until self-sufficiency is attained (see 
Chapter IX). In order to permit comparison with last year’s fiscal plan, an 
adjusted presentation of the historical and projected figures in the current plan 
has been prepared. This presentation treats projected postal revenues and 
expenditures as if Canada Post were still operating as a government 
department, with projected postal revenues included in total budgetary 
revenues and projected postal expenditures included in total budgetary 
expenditures. Figures for the current fiscal plan in the following discussion and 
in Table 1.4 are on this adjusted basis. 


Higher than anticipated revenues, largely reflecting a stronger than expected 
economy, were the most important factor causing the budgetary deficit and 
financial requirements for 1980-81 to be lower than projected in last October’s 
fiscal plan. In addition, outlays excluding public debt charges were $0.5 billion 
below the ceiling set in the October 1980 plan, and total outlays were $0.3 
billion lower than projected. 


The greater strength in the economy and in revenues has continued into the 
current year. However, on the expenditure side the surge in interest rates is now 
expected to cause public debt charges to be some $2.3 billion higher than 
anticipated last October. As indicated in the October 1980 budget, the 
government is prepared to accept short-run deviations above or below the 
planned level of total outlays as a result of divergences of public debt charges 
from an original forecast. With a 37.5-per-cent growth in public debt charges, 
total outlays grow at the high rate of 16.3 per cent. Outlays excluding public 
debt charges grow at an 11.7-per-cent rate, and are being held $0.5 billion 
below the target for 1981-82 set in last October’s plan, in part through 
reductions in spending in the energy and western development fund areas. 


The forecast budgetary deficit for 1981-82 of $13.3 billion is $0.4 billion below 
the October 1980 budget target. Non-budgetary sources of funds higher than 
anticipated last year, in combination with the lower budgetary deficit, give rise 
to a current forecast for 1981-82 financial requirements of $9.8 billion which is 
$1.2 billion below the level expected last October, and $0.3 billion below the 
outcome for 1980-81. 


Looking forward, the government has faced growing pressures on program 
costs from the higher rates of inflation now expected relative to those forecast 
last October. The defence program has been affected by especially rapid 
escalation in costs and the defence allocation has had to be increased by some 
$700 million in 1982-83 and $1 billion in 1983-84 relative to last year’s plan. 
Federal transfers to the provinces under the proposed new equalization 
arrangement will also show above-average percentage increases relative to the 
amounts allowed in last year’s plan. 


On the other hand, savings and changes in priorities resulting from the energy 

agreements have made it possible to scale back current spending in the areas 
of energy and the western development initiatives by close to $1 billion in both 
1982-83 and 1983-84. With these reductions, and through a general tightening 
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Table 1.4 


The October 1980 and November 1981 Fiscal Plans on a Comparable Basis‘") 


1980-8 1 

The October 1980 Fiscal Plan 
Budgetary transactions 

Revenues 45,200 

Expenditures — 59,350 

Surplus or deficit (—) — 14,150 
Non-budgetary transactions 

Loans, investments and advances — 600 

Specified purpose accounts 2,087 

Other transactions 508 

Net source or requirement (—) 1,995 
Financial requirements 

(excluding foreign exchange transactions) — 12,155 
Total outlays 59,950 

Percentage growth 13.2 

Percentage of GNP) ein 
Total outlays (excluding public debt charges) 49,550 

Percentage growth Ll 


Percentage of GNP@) 17.5 


The November 1981 Fiscal Plan 


Budgetary transactions 


Revenues 46,507 
Expenditures —59,175 
Surplus or deficit (—) — 12,668 
Non-budgetary transactions 
Loans, investments and advances — 523 
Specified purpose accounts 2,3 
Other transactions 293 
Net source or requirement (—) Paleye) | 
Financial requirements 
(excluding foreign exchange transactions) — 10,117 
Total outlays 59,698 
Percentage growth 12x7 
Percentage of GNP 20.6 
Total outlays (excluding public debt charges) 49,011 
Percentage growth 10.3 
Percentage of GNP 16.9 


1981-82 


1982-83 1983-84 


(millions of dollars) 


52,935 
— 66,640 
— 13,705 


— 985 
3,103 

557 
2,725 


— 10,980 


67,625 
12.8 
2.5 


55,275 
11.6 
17.5 


54,732 
11.7 
16.5 


61,600 69,420 
— 73,725 —81,215 
— 12,125 — 11,795 

— 1,000 — 1,060 

3,723 4,460 
987 1,240 
3,710 4,640 
—8,415 — 7,155 
74,725 82,275 
10.5 10.1 
20.8 20.3 
60,350 66,075 
9.2 9.5 


66,717 76,678 
—77,207 — 86,228 
— 10,490 — 9,550 

— 850 — 1,075 
3,550 3,910 
1,205 1,170 
3,905 4,005 

— 6,585 — 5,545 

78,057 87,303 

12.4 11.8 
20.6 20.2 
61,292 69,288 
12.0 13.0 
16.2 16.0 


‘) The October 1980 fiscal plan is as published in the October 28, 1980 budget, except that the division between 
“Specified purpose accounts” and ‘‘Other transactions’, within the non-budgetary transactions category, is not identical 
to the division between ‘‘Annuity, insurance and pension accounts”’ and “Other transactions’’ published last year. See 
Chapter VII. The figures shown for the November 1981 fiscal plan differ from those in Table 1.1 in that postal operations 
are treated on the “‘old’’ basis throughout, to permit ready comparison with last year’s plan. 


) As a percentage of GNP forecast in the October 1980 budget. 


of expenditure restraint, the new fiscal plan will hold the upward revision of 
outlays, excluding public debt charges and measured on a basis comparable to 
last year’s fiscal plan, to $0.9 billion in 1982-83 and to $3.2 billion in 1983-84. 


These represent increases of 1.6 per cent and 4.9 


per cent respectively, from 


the October 1980 planned levels of outlays excluding public debt charges. In 
comparison, the level of the consumer price index (CPI) is now expected to be 


4.9 per cent and 6.2 per cent higher in these two years 


October. 


than projected last 


While the dollar target for outlays excluding public debt charges has had to be 
adjusted upwards, the adjustments have thus been held to smaller percentages 
than the upward revisions to the general price level. The GNP is also now 
expected to be appreciably higher than projected last October, and outlays 
excluding public debt charges will represent a lower proportion of GNP in each 
year from 1981-82 through to 1983-84, the final year of the preceding fiscal 
plan. 


Public debt charges have had to be revised upwards substantially, by 

$2.4 billion in 1982-83 and $1.8 billion in 1983-84. This adds to the amount by 
which planned total outlays now exceed the levels projected last year. However, 
as a percentage of GNP, total outlays are also below the levels in last year’s 
plan. 


While the higher levels of current dollar GNP cause revenues to be up 
substantially from last year’s projections, the additional amounts of general 
revenues would not have been sufficient to offset the higher public debt charges 
and the increase in the dollar levels of outlays excluding public debt charges. 
Achievement of the lower deficits now targetted has thus required the additional 
revenues resulting from the energy agreements, and the tax increases 
introduced in this budget. Tax revenues on oil and gas production are now 
expected to be some $900 million higher in 1982-83 and $1.5 billion higher in 
1983-84 than in last October’s budget. As noted in the earlier general 
discussion of the fiscal plan, tax increases in this budget will add an estimated 
$1.4 billion to revenues in 1982-83 and $2.1 billion in 1983-84. 


The net result of forecast changes and policy actions affecting both revenues 
and expenditures has been to achieve reductions in the projected levels of the 
budgetary deficit and of financial requirements, from those in last year’s plan, of 
close to $2 billion in both 1982-83 and 1983-84. Both measures of the deficit 
show the generally declining profiles set forth as a target last year, but from the 
lower starting levels now expected to be achieved in 1981-82. 


(3) See Chapter VI for more detailed discussion. 
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ll. Measures to Ease the Burden of High Interest Rates 


One of the fundamental themes of this budget is that inflation is the most 
serious economic problem facing the country, and that its most painful recent 
manifestation has been the increase of interest rates to unprecedented levels. 
They reached peak levels late this summer. The Bank Rate reached a peak of 
21.24 per cent. The prime lending rate of the chartered banks reached 

22.75 per cent. The five-year mortgage rate reached 21.75 per cent. Yields on 
long-term government securities reached 18. 14 per cent. 


These very high interest rates placed severe burdens on all borrowers, although 
it should also be recognized that savers were able to obtain a return on their 
money which more than compensated them for the erosion of its real value by 
inflation. The impact was evident on the government itself, with public debt 
charges forecast to be up by 37.5 per cent this fiscal year over last fiscal year. 
The cost of capital investment and inventories was sharply increased for all 
businesses. But the impact was particularly acute on small businesses, farmers 
and householders faced with the need to renew their mortgages at much higher 
interest rates. 


The fundamental response of the government to the interest rate problem has 
been the basic deficit-reduction strategy of this budget. By tightening fiscal 
policy and reducing the deficit even more than had been planned a year ago, 
the government is strengthening the overall thrust of its anti-inflation strategy 
and relieving the burden which would otherwise fall upon the Bank of Canada. In 
recent weeks there has been some decline in interest rates, amounting to about 
4 percentage points for short-term rates. The mortgage rate has fallen below 

20 per cent. The government is confident that its policy will gradually bring 
down the rate of inflation and that this will be reflected in further declines of 
interest rates. 


At the same time, the government recognizes that it has an obligation to provide 
some relief to those most affected during this transition period. Some general 
relief will be provided by the changes in the personal income tax announced in 
this budget. But more specific relief is required for those groups most affected, 
and this is being provided in part through tax measures and in part through new 
expenditure programs. The government has decided to allocate $400 million to 
be used in financing a number of measures designed to ease the burden of high 
interest rates on those in financial distress. Half of this sum will be allocated 
immediately to assistance programs for this year and next year, while the 
remainder will be held in reserve to be used if acute problems persist after next 
year. 
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Small Business 


Farmers 


The present provisions relating to small business development bonds (SBDBs) 
are scheduled to expire at the end of this year. The government has decided to 
extend them for a further year in modified form, tailored to meet the particular 
problems created by very high interest rates for small businesses. The preferred 
tax treatment will apply to that portion of the interest rate which is in excess of 
6 per cent. It will only be available to firms in financial difficulty. But it will be 
extended to unincorporated small businesses, in contrast to the present system 
which is available only to small corporations. (Chapter IV contains further 
discussion of the SBDB provisions. ) 


The government recognizes that the current level of interest rates is having a 
serious effect on some parts of the agricultural sector. Especially hard hit have 
been farmers with large debts, who are now having difficulty in meeting their 
debt charges because of the combined effect of depressed market prices for 
their products and rising input costs. 


Farmers will benefit from the extension of the SBDB (see Chapter IV). In 
addition, they will be assisted by a special loan and interest rebate program to 
be administered by the Farm Credit Corporation (FCC). This special program is 
being designed for those farmers who would be unable to remain in business if 
they had to borrow at the going rate of interest. The loans would bear an 
interest rate of 1634 per cent, the same as normal FCC loans, but an interest 
rebate of five percentage points would be payable for up to two years. All other 
customary FCC lending arrangements would apply, such as the loan ceiling of 
$200,000 per farmer and the flexible repayment arrangements. Loans would be 
available to any farmer in financial distress, not only the young, beginning or 
small farmers who are the FCC’s normal clientele. It is expected that these new 
loans at favourable rates would be used primarily for debt refinancing. The 
program will commence immediately and continue in effect until March 31, 
1982. Additional funds for this program totalling $50 million are being provided 
to the Economic Development envelope. 


Mortgage Renewals 
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Within the housing sector, the impact of high interest rates is felt most acutely 
by households having to renew their mortgages at substantially higher mortgage 
interest rates. It is estimated that of the five million Canadian homeowners, 
some 920,000 will be renegotiating their mortgages in the second half of 1981 
and in 1982. In determining the ability of a household to meet its monthly 
mortgage payments, the conventional rule used by lenders is that gross debt 
service (GDS) payments, covering principal, interest and taxes, should not 
exceed 30 per cent of the household’s gross income. 


While renewal at substantially higher interest rates will almost invariably require 
some adjustments to household budgets, the increases in mortgage payments 
on renewall will not, in the vast majority of cases, result in situations where 
actual ownership of properties is threatened. For instance, of the 920,000 


households renewing their mortgages in the second half of 1981 and in 1982, it 
is estimated that some 65 per cent will be renewing five-year mortgages. 
Income growth over those five years will, for the vast majority of these cases, 
more than make up for the increases in mortgage payments upon renewal. In 
few of these cases will GDS ratios in excess of 30 per cent result. Further, many 
of the households renewing mortgages with a term of less than five years will be 
renewing for the second or third time. For the remaining households, income 
growth over the terms of the original mortgages, combined in many instances 
with reasonably secure starting positions, will result in relatively few cases where 
ownership is actually jeopardized. In most cases also, households will have 
benefitted from substantial increases in property values which improve their 
overall financial situations. These benefits will have been enhanced by the 
favourable treatment accorded to principal residences under the Income Tax 
Act. 


Prior to the budget, discussions were held with representatives of financial 
institutions to assess the situation and the various options. A joint task force on 
mortgage renewals was established to pursue those discussions in detail. The 
task force has met twice and it is expected that it will continue its work in order 
to coordinate government and private lenders’ action and to monitor 
developments. These discussions with the financial institutions, who have 
first-hand knowledge of the financial situation of households as they renew their 
mortgages, have confirmed the government’s assessment of the situation and 
assisted in the development of the following proposals. 


The government is proposing a program which will address both the cash flow 
problems confronting households upon renewal and the more serious situations 
of those unable to cope with higher mortgage payments. This program is an 
important adjunct to the measures the financial institutions have been taking, 
and which the government expects they will continue to take, to accommodate 
their borrowers who are under stress as a result of high interest rates. 


With respect to those facing cash flow problems, the government is prepared to 
do its part to enhance the flexibility of the financial system. Present practice 
makes it difficult for the homeowner to utilize the equity in his home if he is 
experiencing temporary cash flow difficulties. However, several institutions have 
introduced interest deferral plans thereby allowing homeowners to make the 
necessary adjustments to their expenditure patterns more gradually. These 
plans enable mortgage borrowers to transform some of their home equity into 
reduced monthly mortgage payments now, by deferring higher payments until 
personal circumstances improve. Interest deferral is a loan, not a subsidy, and it 
is clearly not appropriate for all homeowners who are renewing their mortgages. 
However, it is a method whereby the homeowner can employ his own resources 
to resolve temporary cash flow problems resulting from increases in mortgage 
rates. The decision to defer part of the increase in the interest charge will be left 
to individual households to consider after discussion with their lenders. 


Subject to a maximum of $3,000 and other prescribed limits, the government 
will, therefore, guarantee repayment of the amount of interest deferred in the 
case of homeowners whose GDS ratio exceeds 30 per cent. However, the 
government recognizes that for households with little or no equity in their 
homes, interest deferral alone may not be a sufficient response. Consequently, 
the government will agree to write off up to 100 per cent of interest deferred 


13 


under the guarantee plan, to the extent that there is not sufficient equity in the 
property to allow interest deferral. These measures will cover mortgages 
renewed during the period between September 1, 1981 and November 12, 
1982. The details of this program will be announced shortly by the minister 
responsible for the Canada Mortgage and Housing Corporation (CMHC). In 
addition, he will submit a bill to Parliament seeking legislative authority for these 
measures and providing for other amendments to the National Housing Act. 


Rental Sector 
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The government is also concerned about the effect of current high mortgage 
interest rates on the availability of rental units. New rental housing investment is 
uneconomic as a result of a number of factors other than high interest rates. 
This threatens to lead to serious shortfalls in the availability of rental units, 
particularly in certain markets. 


The government is, therefore, introducing an incentive program for the 
construction of new rental units. The program will provide an interest-free loan 
of up to $7,500 per rental unit for 15,000 units allocated to tight market areas 
across the country. These units will be additional to the 25,000 units already 
scheduled to be provided next year by CMHC under its non-profit and 
cooperative housing program. The minister responsible for CMHC will be 
announcing the details of this program following meetings with his provincial 
counterparts to discuss the general housing situation and to insure a 
co-ordinated government response to the situation. This reflects the fact that 
other levels of government have their roles to play in dealing with the situation. 


Provision has been made for these housing proposals by special allocations of 
$150 million in 1982-83 and $200 million in 1983-84 to the Social Affairs 
envelope. The latter amount is intended to cover potential future year liabilities 
associated with these measures and to provide, within the fiscal framework, a 
contingent reserve for future measures, should they be required. 


lll. The Expenditure Plan by Envelope 


This chapter sets out the government’s new expenditure plan. Based on the 
policy decisions and economic assumptions in this budget, it provides a detailed 
discussion of the total outlays target and the projected pattern of government 
spending by envelope. The primary theme of the expenditure plan is restraint. A 
disciplined approach to expenditure management which puts strict limits on 
total government spending, while at the same time allowing flexible adjustment 
when priorities change, is absolutely essential if a desirable degree of deficit 
reduction is to be achieved without major general increases in taxes. 


The budget presented to Parliament by the Minister of Finance on October 28, 
1980 set out a multi-year expenditure plan covering the period to fiscal year 
1983-84. This was the first such plan to be developed under the new Policy and 
Expenditure Management System. The expenditure plan in the budget this year 
is a revision and extension of the plan adopted last year. It takes into account 
the changes in economic conditions and priorities that have occurred over the 
past year, and establishes a new expenditure control framework. 


The new expenditure management system has proved to be a very valuable 
component in the budget-making process. It has facilitated the difficult 
decisions that are required in planning the expenditures of the government. 
Under the new system, total government outlays are divided into 10 functional 
categories or envelopes, and planned levels for spending are established over a 
five-year horizon. Envelopes consist of the estimated cost of existing programs 
(the ‘‘A-base”’ projections), and either a positive ‘‘policy reserve’, or a 
“negative reserve’ if the envelope has been set at a level which requires net 
reductions in existing programs. Responsibility for program decisions and the 
allocation of funds within envelopes is delegated to policy committees of 
Cabinet. As well as allocating funds from any policy reserve established when 
the envelope is initially set, policy committees may add to this reserve through 
reductions in existing programs. Hence, the system encourages policy 
committees and departments to review their programs in order to provide funds 
for new initiatives. Experience to date with the new expenditure management 
system indicates that it is helping considerably in clarifying the costs and 
trade-offs associated with government spending decisions. 


The inaugural fiscal plan, laid out in the October 1980 budget, covered a period 
of four years. With the progression of the planning system over the past year, it 
has been possible to extend the horizon to the full five-year period envisaged 
when the system was originally designed. This allows policy committees and 

- departments to plan their activities with a medium-term perspective. 


The control total for the purposes of federal expenditure planning is total 
outlays, which includes both budgetary expenditures and loans, investments 
and advances. The use of total outlays as the target variable for expenditure 
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Table 3.1 
Summary of Total Outlays‘” 


1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 

Budgetary expenditures 

Billions of dollars 58.1 Siah 75:5 84.1 92.6 102.0 

Percentage change 15:2 16.5 deo 11.4 10.2 10.1 

Percentage of GNP 20.0 20.5 1S 19.5 19:2 19:0 
Loans, investments and advances 

Billions of dollars 0:5 0.7 0.9 ta 1.3 1.4 

Percentage change —63.4 24.3 30.8 26.5 Vhet Ned 

Percentage of GNP 0.2 0.2 0.2 0.3 0.3 0.3 
Total outlays 

Billions of dollars 58.6 68.3 76.3 85.2 93.9 103.3 

Percentage change 13.0 16.6 nate 11.6 10.3 10.0 

Percentage of GNP 20.2 20.6 20,2 We 19.4 19.2 
Public debt charges 

Billions of dollars 10.7 14.7 16.8 18.0 19.4 20.3 

Percentage change 25.4 SVS) 14.14 tas) 135 4.7 

Percentage of GNP 3.7 4.4 4.4 4.2 4.0 3.8 
Total outlays (excluding public 

debt charges) 

Billions of dollars 47.9 53.6 59.5 67a 74.5 83.0 

Percentage change 10.6 11:9 11.1 12.8 11:0 11.4 

Percentage of GNP 1005 16.2 15.7 ieee 15.4 15.5 
Gross national product 

Billions of dollars 289.9 330.8 378.5 431.8 483.3 537.0 

Percentage change 10.6 14.1 14.4 14.1 A193 V1 


(1) Defined on the new basis with Canada Post treated as a Crown corporation. 


Table 3.2 
The Expenditure Plan by Envelope 
1980-8 1 1981-82 1982-83 1983-84 1984-85 1985-86 
Economic Development 
Millions of dollars 5, 183 6,767 7,559 8,644 9,576 10,622 
Percentage change —3.5 30.6 IAs. 14.4 10.8 10.9 
Percentage of total 8.8 9.9 9.9 10.2 10.2 10.3 
Energy 
Millions of dollars 3,624 2,671 3,039 3,602 AAS 4,779 
Percentage change 53.4 — 26.3 13.8 18.5 14.2 | 16.1 
Percentage of total 6.2 3.9 4.0 4.2 4.4 4.6 
Social Affairs 
Millions of dollars 24,633 27,693 30, 150 33,795 SHOE | 41,683 
Percentage change 8.6 12.4 8.9 12 A M412 10.9 
Percentage of total 42.0 40.5 39.5 39.7 40.0 40.4 
Justice and Legal 
Millions of dollars LPy-aas) 1,399 1,541 ty7ad 1,930 2,133 
Percentage change 17.0 15.3 10.2 13.6 10.3 10:5 
Percentage of total on 2.0 2.0 oes | en a 
Services to Government 
Millions of dollars 2,132 3,350 3,448 3,676 3,852 4,213 
Percentage change 17.0 22.6 2.9 6.6 4.8 9.4 
Percentage of total 4.7 4.9 4.5 4.3 4.1 4.1 
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Table 3.2— Concluded 


The Expenditure Plan by Envelope 


1980-8 1 1981-82 1982-83 1983-84 1984-85 1985-86 

Parliament 

Millions of dollars 130 140 156 174 192 209 

Percentage change 31.3 lik 11.4 As) 10.3 8.9 

Percentage of total 0.2 0.2 0.2 0.2 0.2 0.2 
Defence 

Millions of dollars 5,058 5,915 7,000 8,000 8,850 9,800 

Percentage change 15.2 16.9 18.3 14.3 10.6 10.7 

Percentage of total 8.6 8.7 D2 9.4 9.4 9.5 
External Affairs 

Millions of dollars 1,421 1,728 2,167. 2,508 2,819 3,329 

Percentage change 1.2 21.6 25.4 1577, 12.4 18.1 

Percentage of total 2.4 2.5 2.8 2.9 3.0 3.2 
Fiscal Arrangements 

Millions of dollars 3,908 4,477 4,971 5,610 6,242 6,901 

Percentage change 7bx6) 14.6 11.0 12.9 11.3 10.6 

Percentage of total 6.7 6.6 6.5 6.6 6.6 6.7 
Central Reserve 

Millions of dollars 0 500 800 900 1,050 1,150 

Percentage change — — 60.0 12.5 16.7 9.5 

Percentage of total 0 0.7 1.0 a ie 134 
Lapse 

Millions of dollars 0 — 1,035 — 1,196 — 1,424 — 1,557 — 1,694 

Percentage change — — 15.6 19.1 9.3 8.8 

Percentage of total 0 —1.5 —1.6 —1.7 —1.7 — 1.6 
General overhead reduction 

Millions of dollars — — — 100 — 100 — 100 — 100 
Total outlays (excluding public 

debt charges) 

Millions dollars 47,902 53,605 59,535 67,135 74,540 83,025 

Percentage of change 10.6 P19 ee 12.8 11.0 11.4 

Percentage of total 81.8 78.5 78.0 78.8 79.4 80.4 
Public debt charges 

Millions of dollars 10,687 14,695 16,765 18,015 19,360 20,275 

Percentage change 25.4 37.5 14.1 Tite 7 4.7 

Percentage of total 18.2 21.5 22.0 21.2 20.6 19.6 
Total outlays 

Millions of dollars 58,589 68,300 76,300 85, 150 93,900 103,300 

Percentage change 13.0 16.6 ew ules! 10.3 10.0 

Percentage of total 100.0 100.0 100.0 100.0 100.0 100.0 


planning purposes is a long-standing practice which evolved because of their 
direct bearing on the government's financial requirements and in order to avoid 
biasing program decisions between budgetary expenditures and loans, 
investments and advances. The projected allocation of total outlays between 
the budgetary and non-budgetary components reflects the current appreciation 
of the A-base projections and an apportionment of reserves which is somewhat 
_ arbitrary at this time. The final outcome will depend on the decisions of Cabinet 
policy committees. In the case of advances to Crown corporations, these 
A-base projections are currently going through a period of refinement as the 
process of approving the capital budgets and corporate plans of the Crown 
corporations becomes more fully integrated with the new expenditure 
management system. 
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For the first and second years of the expenditure plan, 1981-82 and 1982-83, 
the levels for total outlays excluding public debt charges are now viewed as firm 
targets. A Central Reserve provides funds to cover possible cost overruns for a 
specified number of statutory programs, such as old age security and the 
guaranteed income supplement. 


In the special case of public debt charges, the outcome may differ widely from 
the forecast because of unpredictable changes in interest rates, and it is not 
expected that such variation will be absorbed through the Central Reserve. 
Thus, while the targets for total outlays excluding public debt charges are 
regarded as firm and achievable, variations in total outlays may occur as a 
result of changes in public debt charges. Beyond 1982-83, the outlays target 
and envelope plan will be subject to review when the fiscal plan is reset next 
year, in the light of developments affecting the overall fiscal position, program 
costs and priorities. 


As referred to earlier, total outlays, estimated on a basis comparable to that in 
the October 1980 budget, are now expected to be some $69.4 billion in fiscal 
year 1981-82, an increase of 16.3 per cent. This level of outlays is $1.8 billion 
above what was indicated in the budget last year. After conversion to the new 
basis with Canada Post treated as a Crown corporation (Table 3.1), outlays are 
estimated at $68.3 billion. Public debt charges are expected to be some 

$2.3 billion more than was projected in last year’s forecast, since interest rates 
have increased sharply, but total outlays excluding public debt charges are 
being held to a level below that projected last year. Total outlays in 1981-82 are 
likely to represent a significantly lower proportion of GNP than previously 
forecast, despite the increase in public debt charges, as the growth of overall 
economic activity in Canada has been surprisingly strong since last October. 


The new expenditure plan calls for government spending to grow progressively 
more slowly over the period to 1985-86. The target growth rates for total 
outlays over the period are 11.7 per cent in 1982-83, 11.6 per cent in 1983-84, 
10.3 per cent in 1984-85 and 10.0 per cent in 1985-86. These increases are 
expected to be below the growth of GNP in each year, and the ratio of outlays 
to GNP thus is estimated to fall from 20.6 per cent this year to 19.2 per cent by 
1985-86. 


Budgetary expenditure, the major component of total outlays, is projected to 
grow at rates which moderate gradually over the fiscal planning horizon. The 
growth pattern of loans, investments and advances is less even. They declined 
63.4 per cent in 1980-81, reflecting principally the financing of requirements of 
the Federal Business Development Bank and the Export Development 
Corporation through direct market borrowing rather than through the 
Consolidated Revenue Fund, as well as substantially lower requirements for the 
Canada Mortgage and Housing Corporation. They are expected to rise 24.3 per 
cent in 1981-82, 30.8 per cent in 1982-83, 26.5 per cent in 1983-84, 17.7 per 
cent in 1984-85 and 6.7 per cent in 1985-86. A special factor in 1981-82 was 
an advance to Eldorado Nuclear Limited for the purchase of uranium stockpiles. 
Thereafter, the growth is largely a reflection of loans to Petro-Canada for energy 
development and loans and subscriptions to international financial institutions. 


In addition to receiving loans from the government, certain Crown corporations 
have been encouraged to finance some or all of their requirements in the private 
sector. These include Eldorado Nuclear Limited, the Export Development 
Corporation, the Federal Business Development Bank and Petro-Canada. At the 
end of 1980-81 the total outstanding market liabilities of these Crown 
corporations amounted to $3.9 billion. In 1981-82 gross direct market 
borrowings by these Crown corporations are expected to be approximately 
$1.5 billion, up from $1.2 billion in 1980-81. Such borrowings are expected to 
grow only moderately over the period to 1985-86. 


The expenditure plan is summarized by envelope in Table 3.2. The new 
spending levels reflect revisions to program cost estimates by the Treasury 
Board, which result from changed economic assumptions, as well as the policy 
decisions included in the budget. The new expenditure plan has been heavily 
influenced by the very considerable pressures in the area of defence, as well as 
by the need to provide additional funds in the areas of official development 
assistance and housing. Some opportunities to offset these pressures have 
arisen in the Economic Development, Energy and Social Affairs envelopes, as 
well as in the general area of overhead costs. 


Economic Development 


The Economic Development envelope includes programs covering natural 
resources and primary industry, agriculture, secondary industry, regional 
development, transportation and communications, and research and 
development. Expenditures from the envelope include subsidies to promote 
investment and productivity growth, loans to Crown corporations and private 
sector enterprises, and operating expenditures to regulate certain activities and 
provide efficient transportation and communications systems for the Canadian 
economy. The new fiscal plan provides amounts for Economic Development 
which grow from $6.8 billion in 1981-82 to $10.6 billion in 1985-86. The 
envelope level represents 9.9 per cent of total outlays in the current fiscal year, 
and the share is projected to be slightly higher by the end of the five-year 
horizon. 


The primary objectives governing policy and expenditure decisions by the 
Economic Development Policy Committee are discussed in the accompanying 
budget document entitled Economic Development for Canada in the 1980s. 
Highlighting the importance of achieving regional balance in economic 
development, these objectives focus on the importance of developing industry, 
natural resources, transportation, exports and human resources. Last year’s 
budget recognized the high priority attached to economic development by 
providing the envelope with growing general policy reserves. In addition, there 
was an allocation of $350 million over four years, split between Economic 
Development and Social Affairs, to promote industrial restructuring and 
manpower training, and the $2 billion Western Development Fund allocation for 

_ this period was expected to finance improvements to the grain handling system 
and western transportation generally. 


The levels established for the Economic Development envelope in the new 
expenditure plan for the period to 1983-84 are somewhat lower than those 
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Energy 


20 


presented in the October 1980 budget. This reflects the net impact of some 
upward A-base adjustments, an accounting change whereby loan repayments 
are credited to the envelope, a revision to the planned profile of expenditures 
from the Western Development Fund, and a downward adjustment of 

$50 million to the envelope policy reserve each year, beginning in 1982-83. 


In the October 1980 budget, amounts of $350 million for 1981-82, $750 million 
for 1982-83 and $900 million for 1983-84 were allocated to the Economic 
Development envelope from the Western Development Fund. A review of these 
plans, given the larger sums now flowing directly to the producing provinces as 
a result of the energy agreements, the need for increased fiscal restraint and 
some reassessment of priorities, has led to a re-profiling and reallocation of the 
Fund. First, the profile of allocations from the Western Development Fund to the 
Economic Development envelope has been revised, with the amounts now 
being $148 million in 1981-82, $182 million in 1982-83, and $375 million in 
1983-84 (of which $6 million, $7 million and $5 million respectively are for tax 
expenditures relating to railway investment). Further amounts of $415 million 
and $400 million have been set for 1984-85 and 1985-86 (including $5 million 
and $4 million in. tax expenditures). The allocations for the planning period are 
all intended to provide for improvements in the western transportation system, 
as was originally planned in the October 1980 budget. In addition, amounts of 
$75 million in 1982-83, $80 million in 1983-84, $90 million in 1984-85 and 
$100 million in 1985-86 have been assigned from the Western Development 
Fund to the Social Affairs envelope, to fund programs directed toward the 
housing needs and economic development objectives of native peoples. In 
comparison to the original Western Development Fund profile, amounts of $202 
million in 1981-82, $493 million in 1982-83 and $445 million in 1983-84 have 
been deferred. 


As indicated in Chapter II, an allocation of $50 million has been made to the 
Economic Development envelope in 1981-82 to be used by the Farm Credit 
Corporation to provide additional credit assistance to farmers in financial 
distress during the present period of high interest rates. 


The Economic Development Policy Committee has managed its affairs so that 
some funds remain in its policy reserve for allocation to new initiatives. Given the 
degree of fiscal restraint required, coupled with the need to respond to new 
priorities in this policy area, the government believes that special emphasis 
should be placed on reviewing some of the existing programs in the envelope, 
such as subsidy programs, with a view to achieving savings. 


In setting the envelope levels beyond 1983-84, additional policy reserves of 
$300 million in 1984-85 and $650 million in 1985-86 were allocated. Several 
programs within the envelope consist of grants or subsidies which tend to be 
fixed in dollar terms, and these additional policy reserves assigned for the final 
two years of the expenditure plan will allow the policy committee to expand the 
amounts available for these or other new programs. 


The Energy envelope was created in conjunction with the National Energy 
Program, and encompasses the government’s programs for achieving increased 


energy supply, conservation, and off-oil energy substitution. It also includes the 
operating expenditures of government agencies such as Atomic Energy of 
Canada Limited and the National Energy Board. The planned envelope level 
declines from $3.6 billion in 1980-81 to $2.7 billion in 1981-82 before rising 
steadily in subsequent years to a level of $4.8 billion in 1985-86. The 1981-82 
level represents 3.9 per cent of total outlays, and this percentage rises to 

4.6 per cent by 1985-86. 


The new energy agreements and a number of other developments this year 
have influenced expenditures from the Energy envelope. The 26-per-cent 
spending decline in 1981-82 is due primarily to sharp reductions in net costs for 
the Petroleum Compensation Program, which more than offset the strong 
growth in expenditures on new energy programs. While expenditures for new 
programs were up substantially from 1980-81, they were somewhat lower than 
had been projected in the October 1980 budget, as several of the new initiatives 
took more time to implement fully than originally expected. Beyond 1981-82, 
the somewhat higher price levels for oil and natural gas and the higher reference 
price for new oil accompanying the new agreements will improve the incentives 
for conservation, substitution and exploration. As well, the assumption by 
Alberta of the responsibilities and costs associated with the Petroleum 
Incentives Program within its borders has provided savings to the federal 
government, as have the planned Market Development Incentive Payments from 
the province of Alberta. As a result of all these factors, the envelope levels have 
been reduced below those which were set in the October 1980 budget. 


Summary of Energy Expenditures 


1980-8 1 1981-82 1982-83 1983-84 1984-85 1985-86 


(millions of dollars) 


Net petroleum compensation 


payments 2,684 120 — — — _— 
Federal share of costs for the 

petroleum incentives program — 940 1,040 1,150 1,480 1,850 
Other energy expenditures 940 1,611 1,999 2,452 2,635 2,929 
Total 3,624 2,07 1 3,039 3,602 4,115 4,779 


Social Affairs 


Social Affairs is the largest of the 10 envelopes, comprising some 40 per cent of 
total outlays. It includes a wide range of different programs. Over 70 per cent of 
the envelope’s $27.7 billion current-year planning level is devoted to transfer 
payments such as shared-cost programs with the provinces for the support of 
education and health care under the established programs financing (EPF) 
arrangements, old age security, the guaranteed income supplement, and the 

_ Canada assistance plan. The envelope also includes labour market programs, 
cultural programs, Indian Affairs and Northern Development programs, 
veterans’ assistance programs, housing assistance programs, environmental 
protection programs, and programs to promote fitness and amateur sport. The 
envelope size rises to $41.7 billion by 1985-86 in the current fiscal plan, with 


annual growth rates between 9 and 12 per cent. 
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Table 3.4 


Indexed statutory programs account for well over half of total spending from the 
envelope, and their growth over the projection period explains a large part of 
the total envelope increase. Major policy changes to the envelope levels include 
the reassignment of funds from the Western Development Fund discussed 
earlier, to provide for native housing and economic development assistance, 
and the increase to the envelope for the purpose of limited rental and 
homeowner mortgage assistance, as discussed in Chapter Il. 


No general policy reserves were allocated to the Social Affairs envelope in last 
year’s budget, but the policy committee successfully generated some reserves 
by reductions in existing programs, most importantly through the elimination of 
the Community Services Program. In resetting the fiscal plan this year, the level 
of these reserves has been cut back by $50 million. A major challenge facing 
the policy committee will be to continue restructuring major programs in the 
envelope within the overall constraint that no new policy reserves are being 
provided. The general area of retirement income is currently under intensive 
review, and other areas to be examined with a view to achieving more effective 
targetting include unemployment insurance and the child benefit system. 


Summary of Social Affairs Expenditures 


1980-8 1 1981-82 1982-83 1983-84 1984-85 1985-86 


(millions of dollars) 


Old age security, guaranteed 
income supplement and 


spouses’ allowances 7,418 8,671 9,935 VAL ATT 12,485 13,907 
Family allowances 1,851 2,013 2,262 2,487 2,719 2,965 
Unemployment insurance 

contribution 999 1,035 1,256 1,331 1,488 1,587 
Established programs financing” 5,675 5,955 5,455 6,383 7,476 8,641 
Canada assistance plan 1,941 2,186 2014 Papel ose 3,092 3,406 
Other social affairs expenditures 6,749 7,836 8,732 9,632 10,311 Walp TAA 
Total 24,633 27,693 30, 150 33,795 SZ ul 41,683 


() Including extended health care. 


Cash transfers to provinces for health care and post-secondary education under 
EPF arrangements currently comprise about a quarter of the Social Affairs 
envelope’s total outlays. These arrangements will be the subject of 
consultations with the provinces over the coming months and the government’s 
proposals in this area are outlined in an accompanying budget paper. The EPF 
figures in this fiscal plan reflect the proposed new basis. A major element in the 
federal position on EPF is the proposal that compensation for the 1972 Revenue 
Guarantee Program be discontinued. 


Justice and Legal 
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The Justice and Legal envelope level is $1.4 billion in 1981-82, or 2 per cent of 
total outlays. Expenditures related to the Royal Canadian Mounted Police 
account for about half of the envelope, and correctional services account for 
another third. The size of the Justice and Legal envelope grows at a 12-per-cent 


average annual rate over the five years of the fiscal plan, virtually the same 
growth rate that applies to total outlays, and by 1985-86 the envelope size 
reaches $2.1 billion. The planning levels have been changed since the October 
1980 budget as the result of negotiations over cost-sharing with the provinces 
and municipalities using RCMP services. The negotiations have led to savings 
on the order of $50 million in each year of the fiscal plan. These savings are 
roughly $50 million per year less than was envisaged at the time of last year’s 
budget, and this has necessitated an upward adjustment to the envelope. 


Services to Government 


The Services to Government envelope includes funds allocated to a variety of 
activities such as the preparation and publication of statistics, the general 
accommodation needs of federal departments and agencies, the maintenance 
of roads, bridges, marine facilities, public utilities and federal lands, the 
administration of tax and customs duties collection and the management of the 
public service. In addition, it includes the management and financial services 
provided by the Department of Finance, the Treasury Board, and the Auditor 
and Comptroller Generals, and is responsible for the Canada Post deficit. The 
Services to Government envelope increases 22.6 per cent in 1981-82, mainly as 
a result of special costs for the decennial census and a large increase in the 
postal deficit. These factors are reversed in 1982-83 as the envelope grows only 
2.9 per cent. Growth remains low to 1985-86 as the postal deficit is estimated 
to continue to decline and further increases in efficiency take effect. 


The Services to Government envelope was not given any net new policy 
reserves in the last budget. However, the policy committee was able to secure 
some savings in existing programs and administrative budgets in order to meet 
new requirements. 


The envelope has been greatly reduced in size by the conversion of Canada 
Post from a government department to a Crown corporation. The major impact 
of this conversion is the replacement of gross postal expenditures in this 
envelope by the subsidy to cover the postal deficit, although other envelopes 
are also affected (see Chapter IX for details on the conversion). The new postal 
corporation will be responsible for reducing the postal deficit until break-even is 
reached in 1985-86 (see Table 3.5). 


Table 3.5 
The Canada Post Deficit 
(Crown Corporation Basis ) 


1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 

(millions of dollars) 
Revenues 1,530 1,600 EPA fe 2,700 3,225 3,700 
Expenditures 2,016 2,220 2,675 2,975 3,275 3,700 
Deficit — 486 —620 — 400 —275 —50 a= 
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A priority of the policy committee is the review of the management of 
government fixed assets. Considerable progress has been made by the 
Department of Public Works in developing a medium-term accommodation 
strategy for the government, and a number of high priority projects have been 
approved for funding within the existing envelope. The possibility of providing 
funds for additional new construction through the sale of existing buildings, 
properties and equipment that are not being employed in high priority uses is 
being intensively examined. New funds have been allocated to the envelope to 
provide for new museums and galleries construction, an area which had been 
severely restrained since 1975. 


Parliament 


Parliament is the smallest of the 10 envelopes. Its spending level is only 0.2 per 
cent of total outlays, and grows at an average annual rate of 10 per cent over 
the five years of the fiscal plan. The envelope levels for 1981-82 to 1983-84 
were adjusted upward, relative to the levels in last year’s plan, mainly because 
of the effects of higher-than-expected inflation on operating costs. The new 
Administrator's Office is currently setting up systems to increase Parliament’s 
efficiency, with the encouragement and support of the Speaker of the House, 
and any such gains realized should help to ease expenditure pressures from this 
envelope in the future. 


Defence 
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Operating expenses, such as salaries, fuel and supplies, account for about 
three-quarters of defence outlays with the remainder being accounted for by 
capital spending and grants. Capital expenditures have been growing in relative 
importance within the envelope, as Canada re-equips its land, air and naval 
forces. The defence envelope was set last year at $5,718 million for 1981-82, 
$6,314 million for 1982-83 and $7,019 million for 1983-84, with the intention of 
realizing 3 per cent real growth per year as required by Canada’s NATO 
commitment. In this budget, the levels for these years have been reset at 
$5,915 million, $7,000 million and $8,000 million respectively, and the plan has 
been extended by allocating $8,850 million in 1984-85 and $9,800 million in 
1985-86. 


The Department of National Defence has been experiencing cost increases 
which are considerably above those which were anticipated at the time of the 
October 1980 budget. Moreover, the costs of the goods and services 
purchased for defence, particularly high-technology items such as the new 
fighter aircraft, are expected to continue to rise appreciably more rapidly than 
most other goods and services purchased by the government. This has 
necessitated some increase to the envelope levels. These increases have been a 
source of very considerable pressure on the government's spending plans, as 
the envelope is growing substantially more rapidly than GNP through 1983-84. 
Against this background, defence planning and management is to proceed on 
the assumption that no further adjustments will be made to the envelope over 
the next two years. 


External Affairs 


The External Affairs envelope is one of the more rapidly growing spending 
areas. Roughly three-quarters of the envelope is allocated to development 
assistance transfers to other countries, with the remainder being accounted for 
by the administrative expenses of the Department of External Affairs and the 
Canadian International Development Agency (see Table 3.6). The expenditure 
plan specifies that the External Affairs envelope will grow 21.6 per cent this 
year, 25.4 per cent next year, and 15.4 per cent on average between 1983-84 
and 1985-86. Its share of total outlays will rise from 2.5 per cent this year to 
3.2 per cent in 1985-86. 


Table 3.6 
The External Affairs Envelope 
1980-8 1 1981-82 1982-83 1983-84 1984-85 1985-86 
(millions of dollars) 
Development assistance 1,007 1,244 1,583 1,838 2,057 2,471 


Other 414 484 584 670 762 858 


Total 1,421 1,728 2107 2,508 2,010 3,329 


Even within the context of overall fiscal restraint, the government is reaffirming 
its commitment to increase Canada’s official development assistance (ODA) to 
a level which is equivalent to 0.5 per cent of GNP by mid-decade. As a result of 
the higher levels of GNP that are now projected, the External Affairs envelope 
levels have been increased by amounts which are sufficient to maintain a 
smooth approach to the 0.5-per-cent target by mid-decade. 


The development assistance expenditures shown in Table 3.6 do not 
correspond exactly to the international definition of official development 
assistance. Subscriptions to international financial institutions in the 
development area are recorded on a cash basis in the expenditure management 
system, but are reported on a basis which includes notes issued but not 
encashed in international ODA statistics. Soending by Petro-Canada on third 
world initiatives, which is included in the Energy envelope, forms part of ODA. 
On the internationally comparable basis Canada’s aid program will amount to 
$1,465 million in 1981-82, $1,723 million in 1982-83, $1,967 million in 1983-84, 
$2,290 million in 1984-85 and $2,650 million in 1985-86. 


Fiscal Arrangements 


The equalization program accounts for roughly 90 per cent of the Fiscal 
Arrangements envelope. The purpose of this program is to provide transfer 
payments to provinces in order that all provinces may provide reasonable levels 
of public services to their citizens without having to resort to unduly high levels 
of taxation. Other programs include payments to municipalities under the Public 
Utilities Income Tax Transfer Act, reciprocal taxation payments, grants in lieu of 
property taxes, and subsidies provided for under the BNA Act. Equalization 
payments are expected to reach $6.2 billion by 1985-86, an 80-per-cent 
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increase over the level of $3.4 billion in 1980-81. It should be noted that in the 
companion paper on fiscal transfers, the figures for equalization are on an 
entitlements basis and include an estimate of the accounting adjustment for the 
Youth Allowances Recovery. In the envelope system and the Main Estimates, 
the figures are on a cash basis and exclude the estimate for the Youth 
Allowances Recovery. 


The equalization program, which is specified in Part | of the Federal-Provincial 
Fiscal Arrangements and Established Programs Financing Act, 1977, expires on 
March 31, 1982 and replacement legislation will, therefore, be the subject of 
consultations with provinces over the coming months. The government’s 
proposals on this matter are detailed in a separate document. These proposals 
suggest a revised, more comprehensive formula to determine fiscal equalization 
payments. Under the revised formula, the capacity of provincial and local 
governments to raise revenues will be measured on a more comprehensive 
basis, with the formula extended to include all provincial revenues from natural 
resources and municipal revenues from taxation. Equalization payments will be 
determined on the basis of the Ontario standard, which is defined as the level of 
revenues per capita that the provincial and local governments of Ontario could 
obtain if they applied national average rates of taxation to the Ontario tax 
bases. Provinces with tax bases that are insufficient to enable them to reach the 
Ontario standard will receive equalization payments sufficient to bring their per 
capita revenues up to this standard. Annual equalization payments will be 
adjusted, if necessary, so as to increase no more rapidly than GNP from a base 
year, 1981. The Fiscal Arrangements envelope levels have been set on the basis 
of the proposed formula. 


Central Reserve and Lapse 
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The Central Reserve is an amount allocated to protect against the possibility of 
unforeseen cost increases in major statutory programs excluding public debt 
charges. Outlays under statutory programs are regulated by legislation, and are 
subject to little or no short-run discretion. When economic conditions change, 
the costs of fulfilling commitments under these programs also change. 


The size of the reserve has been set at approximately 3 per cent of eligible 
statutory outlays for 1982-83 onwards. This amount is intended to provide 
substantial protection against the possibility of overruns on such programs in 
the first full year of the plan; such provisions are carried forward in the following 
years. As noted above, the Central Reserve is not intended to absorb variations 
in public debt charges. When debt costs exceed or fall short of their envelope 
level, there is a direct impact on total outlays. Given that the 1981-82 fiscal year 
is now half over, a provision of $500 million is judged to provide adequate 
protection. 


A negative entry for anticipated lapse is also included in the expenditure plan. 
As realized spending normally falls short of the authorized levels, the usual 
amount of under-spending is taken into account in arriving at a realistic total 
outlays target. 


General Overhead Reductions 


The need for general fiscal restraint throughout the expenditure plan has led to 
increased efforts to improve efficiency in government operations. It is a 
fundamental responsibility of the Treasury Board, under the Policy and 
Expenditure Management System, to review the operational plans of 
departments in order to ensure that administrative and overhead costs are the 
minimum required to conduct their programs effectively. The success of the 
Treasury Board in achieving increased economies in recent years is reflected in 
envelope levels. An indication of the restraint exercised over administrative 
expenditures is provided by the record of authorized person-years in the federal 
government over the past six years, a period in which a number of new 
programs were mounted and services were provided to a growing population. In 
the 1981-82 Main Estimates, the Treasury Board reduced authorized 
person-years from 317,184 in 1975-76 to 315,680 in 1981-82; excluding the 
person-years authorized for the Departments of Veterans Affairs and Indian 
Affairs and Northern Development, which were affected by the transfer of 
program responsibilities to the provinces in the case of veterans’ hospitals and 
to Indian bands in the case of the latter department, authorized person-years 
increased from 299,843 to 304,615, an average annual increase of less than 0.3 
per cent. Improved measures of productivity and performance are being 
developed within the context of the Improved Management Practices and 
Controls Program, under which the Office of the Comptroller General has been 
working closely with departments to help improve the quality and integrity of 
financial and managerial control systems. 


It now appears possible to achieve further economies by focussing attention on 
the benefits that can result from simplifying administrative and operating 
systems. For example, the simplification of the tax system brought about by 
some of the proposals in this budget will permit some savings in tax 
administration costs. Treasury Board will continue to work closely with other 
departments to identify opportunities for this kind of saving. As a contribution to 
fiscal restraint, Treasury Board will be seeking to identify further savings of 
$100 million per year in administrative and overhead costs by this means. 
These reductions cannot be allocated by envelope at this time, and accordingly 
are shown as a separate line in Table 3.2, but they will be apportioned by 
envelope at the time of the Main Estimates. 


Public Debt Charges 


Public debt charges are estimated to increase by some $4 billion in the current 
fiscal year, as the government must cope with extremely high interest rates. This 
substantial rise, over which the government has virtually no discretionary control 
in the short run, accounts for about 40 per cent of the growth in total outlays 
this year. Over the remaining years of the fiscal plan, public debt charges are 
projected to grow at a slower and slower pace, reflecting the strategy of gradual 
reduction in financial requirements and the expectation of some drop in interest 
rates as inflation falls over the medium term. By 1985-86, public debt charges 
are projected to grow only 4.7 per cent and to constitute only 19.6 per cent of 
total outlays, down from the peak share of 22.0 per cent reached in 1982-83. 
Public debt charges net of government investment income were $6.6 billion in 
1980-81, as opposed to $10.7 billion for gross public debt charges. 
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IV. Tax Measures 


Basic Policy Objectives 


The October 28, 1980 budget noted that ‘“‘we now have a tax system 
characterized by higher tax rates relieved by a complex network of incentives 
and tax preferences. One questions whether the economy might not be better 
served by a tax system with lower rates but with fewer and more selective 
incentives. ’’ 


The tax measures proposed in this budget address that concern by broadening 
the tax base and lowering tax rates. In particular, they are designed to achieve 
the following principal objectives: 


¢ to improve the fairness and equity of the tax system; 


e to enhance general incentives for individuals to work, and to save and 
invest, by lowering statutory tax rates; 


e to reduce economic distortions caused by tax preferences in the income 
tax and to improve the neutrality of the federal sales tax by shifting it to the 
wholesale level; 


e to rationalize incentives and assistance delivered through the tax system to 
ensure that they are achieving their goals in an effective manner and that 
their cost is justified; and 


e to assist in the reduction of the federal deficit, while reducing taxes or 
leaving them unchanged for most Canadians and in particular, 
lower-income Canadians. 


Fairness and equity in the tax system require that taxpayers with equal incomes 
pay the same amount of tax, and that higher-income individuals pay a greater 
proportion of their income in tax than lower-income individuals. While these 
principles of fairness and equity form the basic foundation of Canada’s income 
tax system, a number of special preferences have evolved in the tax system that 
allow some individuals to reduce significantly their share of the overall tax 
burden. As the budget paper on tax expenditures shows, the proliferation of tax 
expenditures over time has resulted in a tax system in which individuals with 
similar incomes pay widely differing amounts of tax. Many higher-income 
individuals pay less tax than those with significantly lower incomes. The budget 
reflects the government’s basic philosophy that this is not right. Such disparities 
are difficult to justify unless tax expenditures are achieving important social and 
economic goals. However, this is not the case with a number of existing tax 
expenditures. 
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The tax system now has over 100 tax preferences in the form of exclusions of 
certain incomes from tax, tax deferrals, reduced tax rates and special tax 
credits. The continuation of these tax breaks given to a few requires higher tax 
rates overall to achieve a given revenue target. The possible trade-off between a 
broader tax base and lower tax rates is large. The budget paper on tax 
expenditures showed that tax expenditures for individuals alone eroded the 
federal income tax base by $47 billion in 1979 and cost some $14 billion in 
reduced federal revenues. If all tax preferences for individuals that were 
identified in the paper had been eliminated, tax rates could have been reduced 
in that year by more than 45 per cent while collecting the same amount in tax 
revenues. 


In addition to its detrimental impact on fairness and equity, a tax system with 
higher rates and multiplicity of tax preferences has several disadvantages 
compared to a tax system with fewer tax expenditures and lower rates. 


First, although tax preferences provide incentives for specific types of economic 
activities, the higher marginal tax rates can stifle economic initiative more 
generally. Second, they create pressures for further concessions. As tax 
expenditures proliferate, the incentives to any one specific activity become 
diluted and in the extreme the sum total of tax expenditures may amount to no 
more than a general tax reduction, but in a highly distorted fashion. Third, high 
marginal tax rates provide a significant incentive for individuals to exploit 
loopholes and other opportunities to reduce tax. Clearly, the higher the marginal 
tax rates, the greater the benefit of artificial tax avoidance techniques. Fourth, 
since there is a limit to which the tax rates can be raised, a proliferation of tax 
expenditures undermines the basic revenue-raising objective of the tax system. 
Finally, tax expenditures add greatly to the complexity of the tax system which, 
in turn, introduces another dimension of unfairness. Many individuals do not 
have the financial means to obtain the professional tax planning advice that 
would enable them to minimize their tax payments. As a result, many of the 
special tax preferences and tax avoidance techniques become known and 
available only to those high-income individuals who have both the incentive and 
the access to the necessary expertise to utilize them. An excessively complex 
tax system is inherently undesirable. 


When unnecessary economic distortions are created by the tax system, the 
result can be misallocation of Canada’s economic resources and lower living 
standards for all. Income tax preferences bias the investment decisions of 
individuals and bias the way they conduct their business and earn their income. 
Defects in the federal sales tax can work against domestic manufacturers in 
favour of imports and can bias the marketing and distribution methods used by 
competing manufacturers to sell their goods. While incentives through the tax 
system can be an important way of achieving social and economic goals it has 
to be recognized that incentives that draw economic resources into an activity 
leave less resources available for other activities, some of which may be equally, 
if not more, important. 


A tax system without any tax expenditures would be simpler and fairer than one 
with tax expenditures. However, many tax expenditures continue to achieve 
important policy objectives in an effective manner. There is no intention to 
remove these measures. Indeed, in some areas the budget expands the scope 
of specific tax relief where this is warranted and restructures certain tax 


preferences to better ensure that their intended goals are achieved. But overall, 
in the course of rationalizing tax expenditures, the budget does cut back 
significantly on tax preferences and lowers rates of tax for a wide range of 
taxpayers. The result is a tax system that is simpler, fairer and that produces 
less distortion in the economy — in short, a better tax system. 


To achieve the objective of deficit reduction a contribution from the tax system 
is essential, in addition to the restraint imposed on the government’s direct 
expenditures. In a period of fiscal restraint, tax expenditure programs cannot 
remain immune from cutbacks. Thus, while certain tax expenditures are being 
curtailed and individual tax rates reduced, the net effect is an increase in 
revenues to be used to reduce the federal deficit. As discussed later in this 
chapter, the budget tax measures yield estimated net additions to government 
revenues of some $1.4 billion in 1982-83, $2.1 billion in 1983-84, $1.2 billion in 
1984-85 and $1.1 billion in 1985-86. The increased revenues come both from 
corporations and individuals. In the case of individuals, the tax increases are 
concentrated in the upper-income ranges. Taxes are generally reduced or 
unchanged for lower-income groups. 


Tax Rate Reductions and Indexing 


Cuts in Basic Tax Rates 


The government proposes substantial reductions in the statutory rates of tax for 
individuals. The benefits of these reductions will accrue to taxpayers in general 
as opposed to the select few who happen to be in the fortunate position of 
being able to make use of the tax expenditures. 


In deciding upon the level of new statutory tax rates, the government is mindful 
of the fact that the impact of tax expenditure elimination and modification is 
greatest for those with higher incomes. As a result, larger rate reductions are 
necessary in these ranges to offset partially the tax increases that would 
otherwise take place. For most low- and middle-income taxpayers who do not in 
aggregate suffer major losses due to tax expenditure changes, any savings due 
to rate reductions also represent net savings. 


The statutory rates of federal tax will be reduced on all taxable incomes in 
excess of $11,120 in 1982. The three highest federal rates of tax, applying to 
taxable income in excess of $53,376, will be reduced to a maximum of 34 per 
cent from their present levels of 36, 39, and 43 per cent. This means that the 
combined federal and provincial top rate of tax will be reduced on average from 
about 65 per cent to 50 per cent. 


These tax cuts will save individuals over $1 billion a year in federal tax. They will 
increase the after-tax return on an individual’s productive efforts, saving and 
investment. In future, capital gains will not be taxed at a combined federal plus 
provincial tax rate in excess of about 25 per cent. 
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Table 4.1 
Proposed 1982 Federal Marginal Tax Rates 


Taxable income bracket” Rate proposed in budget Old rate 
(dollars) (percent of income in bracket) 
under Tz 6 6 
1,112 — 2,224 16 16 
2,224 — 4,448 AZ, t7 
4,448 — 6,672 18 18 
6,672 — 11,120 19 19 
11,120 — 15,568 20 21 
15,568 — 20,016 23 23 
20,016 — 24,464 25 25 
24,464 — 31,136 25 28 
31,1386 — 53,376 30 32 
53,376 — 86,736 34 36 
86,736 —133,440 34 39 
133,440 and over 34 43 


“) The taxable income ranges reflect the 12.2-per-cent indexing for 1982. 


Changes to Federal Tax Cut 


The federal tax cut, now 9 per cent of tax otherwise payable, with a minimum of 
$200 and a maximum of $500, was introduced at a time when it was felt 
necessary to cut taxes to stimulate demand. Now it is important that the federal 
deficit be reduced to lower inflation and take pressure off interest rates. The tax 
cut will be modified so as to reduce its benefit to those in upper-income 
brackets. The tax cut will now be a flat amount of $200 for all taxpayers. To 
ensure a uniform treatment of one-and two-earner families, any unused portion 
of the tax cut will be transferable between spouses. Thus, a taxpayer whose 
spouse is not employed, or otherwise does not have taxable income, will in 
effect be eligible for a tax cut of $400. For many low-income married taxpayers, 
this will provide a net additional benefit of $200. 


Indexing of Tax Brackets and Exemptions 
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The government will continue the indexing of personal exemptions and tax 
brackets. The indexing factor for the next year will be 12.2 per cent. As a result, 
the basic personal exemption will be increased from $3,170 to $3,560, the 
exemption for the spouse from $2,780 to $3,110, and the exemption for 
children under age 18 from $590 to $670. The additional exemption for those 
over 65 years of age and the disabled will also be increased from $1,980 to 
$2,220. 


The child tax credit will increase from $261 to $293 per child and will be 
payable in full to those families with incomes of up to $26,330. 


In aggregate, taxpayers will save $2,300 million in federal tax and a further $840 
million in provincial tax as a result of these indexing adjustments. 


Net Impact of Tax Expenditure Cutbacks and Rate Reductions 


These changes will benefit taxpayers generally in all income ranges. The net 
impact of the tax expenditure changes and rate reductions will, of course, vary 
from individual to individual. Those who did not make use of the tax expenditure 
provisions being removed in this budget will stand to gain substantially in terms 
of after-tax income. However, many of those who did make use of the tax 
expenditures will not be fully compensated by the rate reductions. 


As Table 4.2 shows, in most income brackets there are more gainers than losers 
from the changes in tax expenditures and cuts in marginal tax rates. This is a 
clear reflection of the fact that the tax expenditures being cut back provided 
large benefits to relatively few taxpayers. 


Tabie 4.2 
Federal Tax impact of Cutbacks in Tax Expenditures 
and Reductions in Marginal Tax Rates, 1982 Taxation Year 


Total change 


in tax as a 
Filers with Filers with per cent of tax 
Filers tax reduction tax increase otherwise 
CaN a (ope Oi eR I ORs ee eee as payable 
change Average Average in the income 
Income range in tax Number amount Number amount range 
(dollars) (000) (000) (dollars) (000) (dollars) (per cent) 
0 — 15,000 9,070 10 110 29502) 100 0.9 
15,000 — 20,000 1,300 450 30 170) 125 0.2 
20,000 — 30,000 280 2,180 40 200 255 —0.3 
30,000 — 40,000 20 860 100 340 405 0.8 
40,000 — 50,000 5 315 280 140 705 0.3 
50,000 — 75,000 5 210 465 75 1,580 0.7 
75,000 —100,000 1 45 775 20 4,320 6.5 
Over 100,000 0 45 4,970 25 23,045 11.8 
Total 10,680 ato 155 1325 835 1.4 


(1) The no-change group represents filers with less than $15 of variation in federal basic tax. 

(2) These are individuals who reported low incomes but previously enjoyed significant benefits from tax expenditures that are 
now being eliminated. 

Note: Certain of the tax expenditure cutbacks could not be simulated on individual tax returns and are thus not included in 

the table. The more important of these are tax expenditures affecting retiring allowances and job termination payments, the 

restriction of the capital gain exemption to one principal residence per family and the removal of general averaging and 

introduction of the new forward-averaging scheme. The impact of a number of other measures such as taxation of 

low-interest housing loans, company-provided automobiles and the provisions affecting work-in-progress of professionals 

could not be estimated precisely but is simulated on the basis of assumptions about their impact. For this reason the table 

tends to understate the impact of the changes, particularly for those in the upper-income ranges. 


In aggregate, higher-income groups will face a net increase in their tax liability. 
The effective progressivity of the personal income tax will thus be enhanced. 


Impact of Changes in Federal Tax Cut 


Individuals in lower brackets are largely unaffected by the tax expenditure 
cutbacks and rate reductions. They do, however, benefit from the enhancement 
of the federal tax cut for families with only one earner. This enhancement will 
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reduce taxes for some 1.5 million families. Of these, over 620,000 are families 
with earnings of less than $20,000 a year. Most of these families will benefit by 
the full amount of the $200 increase in the federal tax cut. 


Impact of All Measures, Including Indexing 


As has been noted, indexing will provide substantial tax reductions to all 
taxpayers in 1982. Canada is one of the very few countries that fully index its 
individual tax system. In other countries, tax reductions equivalent to Canada’s 
indexing would be counted as discretionary tax cuts or would not be made at 
all. 


Table 4.3 
Estimates of Federal Tax Impact of the Budget Measures, 
Including Indexing and the Federal Tax Cut, 1982 Taxation Year 


Change in 
Filers with Filers with federal 
Filers tax reduction tax increase tax as a per 
WAUUNO yg ee eee ee  Centioutederal 
change Average Average tax otherwise 
Income range in tax” Number amount Number amount payable 
(dollars) (000) (000) (dollars) (O00) (dollars) (per cent) 
0— 15,000 3,380 5,800 i15 2002) 75 — 33.1 
15,000 — 20,000 30 1,835 180 55) 160 — 10.0 
20,000 — 30,000 25 2,545 205 140 305 —6.2 
30,000 — 40,000 30 935 ero 250 340 —2.9 
40,000 — 50,000 10 385 520 70 1,030 —4.0 
50,000 — 75,000 5 250 765 40 2,640 —3.0 
75,000 —100,000 0) 50 1,255 20 4,715 +2.4 
100,000 and over 0 50 5,625 20 23,900 +9.4 
ee ee 8 ee een ee a eee ee eee eh fi 
Total 3,480 11,850 210 795 1,165 —5.5 


(1) and 2) See notes to Table 4.2. 


Table 4.3 highlights how important these tax savings are. It shows the combined 
impact in 1982 of indexing, the cutbacks in tax expenditures, the reduction in 
marginal tax rates and the restructuring of the federal tax cut. Overall, the net 
result of these changes in personal income tax will be that almost 12 million 
taxpayers pay taxes that are lower than otherwise by some $210 on average. 

Of these, 7.6 million have incomes of less than $20,000. Only some 795,000 
taxpayers will see their federal tax increase. Many of these who are 
higher-income individuals will experience a significant tax increase, which is an 
indication of the inequities inherent in the tax preferences that are being 
eliminated in the budget. 


Tax Expenditure Cutbacks for Individuals 


The budget affects a number of tax expenditure provisions for individuals. The 
major changes are highlighted below. 
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Averaging Provisions 


As a general rule, taxpayers are required to calculate their income on an annual 
basis. A strict adherence to this rule can result in inequities among taxpayers. In 
particular, under a progressive rate structure, individuals whose income 
fluctuates from year to year would pay more tax than taxpayers who receive the 
same income in aggregate but in amounts that are evenly spread out over a 
number of years. In recognition of this, the Income Tax Act contains several 
provisions that allow individuals in certain circumstances to average their 
income over a number of years. For example, taxpayers may forward average 
certain forms of income over their lifetime by making a tax-deductible purchase 
of an income-averaging annuity contract (IAAC). Income eligible for the 
purchase of these annuity contracts includes the taxable half of capital gains, 
income of artists, athletes, and entertainers, and other receipts that are of a 
lump sum or fluctuating nature. Taxpayers can defer tax on capital gains by 
claiming a deduction for reserves in respect of proceeds which are not due in 
the year. This reserve provision, while originally intended to provide assistance 
to those taxpayers who did not have adequate cash on hand to make the tax 
payments, can effectively be used to alter the time pattern of income for tax 
purposes. In addition, general averaging applies automatically to reduce the 
marginal rates of tax applicable to the excess of a person’s income over a 
certain percentage of his or her income in prior years. 


This patchwork of special averaging provisions is costly and fails to achieve its 
goals in many cases. The tax relief provided through them is often only available 
to certain taxpayers and not to others who are equally deserving. In many 
cases, the provisions not only provide relief from higher marginal tax rates, but 
also permit an interest-free deferral of tax over an extended period of time. They 
are thus more generous than is required strictly for averaging purposes, 
particularly for those at the higher-income levels. In other cases, they do not 
serve the purpose of averaging at all, but merely result in an arbitrary reduction 
in tax rates for those who experience large increases in their income. 


The budget proposes to rationalize these averaging provisions. It repeals certain 
of the existing measures and introduces a new averaging scheme uniformly 
available to all. 


Specifically, the deductibility of the purchase price of income-averaging annuity 
contracts and the special deductions for capital gains and certain other reserves 
will be discontinued. The general averaging provision will also be withdrawn. 
Many individuals who would have been eligible for relief under these provisions 
will now receive a substantial benefit from the general lowering of marginal tax 
rates. To provide further relief from the burden of the progressive rate structure 
on fluctuating incomes or sharp increases in income, a new system of forward 
income averaging is proposed. 


In a year when an individual receives income above threshold, he will be able to 
elect to have a portion of this income carried forward to subsequent years when 
he expects his marginal tax rate to be lower. To avoid a deferral of tax, the 
individual will be required to pay a refundable tax at the top marginal rate of 
approximately 50 per cent on such amounts being carried forward. 
Subsequently, when the individual brings all or part of such amounts back into 
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his income for tax purposes, he will pay tax on them at his applicable tax rate in 
that year, but will be able to claim a tax credit equivalent to the amount of tax 
originally withheld. Both the income being carried forward and the associated 
withholding tax will be adjusted in line with the consumer price index. 


The amount eligible for forward averaging in a given year will be the excess of 
the income in that year over a threshold equal to 110 per cent of the average 
inflation-adjusted income in the preceding three years. This is more generous 
than the current provision for income-averaging annuity contracts in that income 
from all sources will be eligible. Individuals will not have to forgo the use of all of 
the income being forward averaged, but only that portion paid as a refundable 
tax. Moreover, they will be able to bring the amounts designated for forward 
averaging back into their income in future years entirely at their discretion, 

unlike the fixed schedule of payments under an IAAC. 


Taxation of Income from Property 
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As revealed in the budget paper on tax expenditures, individuals earning income 
from investments on property benefit from numerous tax expenditures. Many of 
these tax expenditures serve the valid function of encouraging savings and 
productive investment. However, some of them are highly discriminatory and 
seriously affect both the equity and neutrality of the tax system. Such tax 
expenditures affect the equity of the tax system since most income from 
property is received by high-income taxpayers. They affect the neutrality of the 
system by providing preferences to only certain kinds of income from property. 
If resources are to be allocated efficiently, capital must be free to flow to those 
investments that promise the highest rate of return. To the extent that the tax 
system distorts investment choices the economy suffers. In line with the 
objectives of this budget, the following tax expenditures are being repealed or 
modified. 


Accrued Interest 


Under the present law, taxpayers have the option of reporting interest income 
on a cash basis, that is, when it is received, or on an accrued basis, that is, each 
year when it is earned. Lower- and middle-income individuals generally report 
their investment income each year for tax purposes, either because they 
actually receive it annually or in order to take maximum advantage of the 
$1,000 investment income exemption. Higher-income individuals, on the other 
hand, often invest in long-term deposit certificates, deferred annuities or other 
securities that do not pay interest on an annual basis, and thus provide 
opportunities for deferral of tax on income over an extended period of time. Not 
only is this tax treatment inequitable but it also has the undesirable economic 
effect of distorting the allocation of Savings among various forms of investments. 
Consequently, new rules will be introduced which will require individuals to 
report any accrued but unrealized interest income on debt obligations and 
annuities every third year. 


Life Insurance Policyholders 


The investment income earned on Saving invested in a life insurance policy is 
not taxed under the present law unless the policyholder surrenders or 


terminates his policy during his lifetime. The budget proposes to treat the 
income earned on life insurance savings in a manner similar to other accrued 
interest and annuity income. Every third year, holders of a life insurance policy 
issued after budget day will be required to include in income the accrued but 
unrealized income attributable to their savings in the policy. This will put 
individuals who invest in life insurance policies on the same basis as those who 
invest in other income-producing assets. 


Deductibility of Interest Expense 


The paper on tax expenditures reveals that many high-income individuals who 
paid little or no tax in 1979 claimed deductions for interest expenses that 
exceeded their investment income. The current tax law allows the full 
deductibility of interest paid on funds borrowed to finance an investment even if 
the income from the investment is deferred for tax purposes until future years or 
is taxed at less than full rates. For example, the annual interest on funds 
borrowed to purchase long-term investment certificates can be deducted each 
year even though the income may be taxable only some years later when the 
certificate matures. Similarly, the interest expense for assets that yield capital 
gains is fully deductible annually, even though only one-half of the capital gain is 
taxable. The tax shelter created by the current deductibility of all interest 
expense cannot be justified. As a general principle of tax policy, an interest 
expense should only be deductible when the income to which it relates is taxed. 
To achieve this result, any interest expense incurred to earn investment income 
will be deductible only to the extent of such investment income and any excess 
will have to be carried forward for deduction against investment income in future 
years. Individuals will have the option of treating any excess interest expense as 
a capital loss so that one-half of it may be deducted against taxable capital 
gains and up to $2,000 of other income each year. 


Under the present law interest expense is deductible even though it relates to 
funds borrowed to make contributions to a deferred income plan or a retirement 
savings plan. The current deductibility of interest incurred on funds borrowed for 
this purpose is anomalous, not only because the related income will not be 
brought into income for many years, but also because one purpose of these 
savings plans is to encourage savings. If the money contributed is borrowed, 
this objective is not achieved. Therefore, individuals will not be permitted to 
deduct interest on funds borrowed after November 12, 1981, to make 
contributions to a registered pension plan, registered retirement savings plan or 
a deferred profit-sharing plan. 


Dividend Tax Credit 


In order to encourage equity ownership by Canadians and to offset partially 
double taxation of corporate-source income, individuals are required to 
gross-up any dividends received from taxable corporations in Canada by 50 per 
cent and are permitted a tax credit designed to equal the amount of the 
gross-up. However, the rates used in the calculation are such that they yield a 
total federal plus provincial dividend tax credit of 55 to 56 per cent. While there 
is no single rate of credit that produces the right result for all provinces, a 
reduction of the federal rate of the credit from 37.5 per cent to 34 per cent of 
dividends received reduces the excess. At 34 per cent, taken together with 
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provincial tax credits that average 16 per cent, the combined federal and 
provincial credit will approximate the amount of the gross-up — that is, 50 per 
cent. 


Secondary Residential Properties 


Capital gains on the principal residence of a taxpayer are fully exempt from tax. 
This exemption is an important element of the government’s social policy to 
encourage and assist homeownership by Canadians. However, the scope of this 
exemption permits a family to get an exemption for more than one residence, 
including cottages, recreational properties, and other properties held for 
Speculative purposes. It is unclear why the tax system should encourage 
investments in these properties. On grounds of fairness and in order to prevent 
undue erosion of the tax base, this exemption will in future be confined to only 
one principal residence per married couple. In addition, the exemption will not 
apply to unmarried individuals under 18 years of age. 


Special Forms of Employee Remuneration 
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Employers provide remuneration to their employees in a variety of forms. In the 
case of most smaller employers, employee remuneration consists almost 
exclusively of wages and salaries. Larger employers provide other types of 
benefits to their employees in addition to, or partially in lieu of, cash wages. 
These benefits include interest-free loans to buy a house or company shares, 
use of company automobiles, access to dental and supplementary health 
insurance plans, and membership in a pension plan or a profit-sharing plan. 


While employees are generally fully taxable on their employment income, certain 
of these special benefits are not taxed or only partially taxed. Such benefits are 
not available to all employees. Their magnitude is generally larger for senior 
executives and other higher-income employees than for lower-income 
employees who, in most cases, do not have access to these perquisites. Both 
employers and employees have an incentive to convert cash remuneration into 
non-cash benefits that are taxed on a preferential basis. Because non-taxable 
benefits are worth more than an equivalent cash remuneration to employees, 
employers can indirectly obtain some of the benefits of these tax concessions 
by reducing their total remuneration but providing it in a tax-exempt form. The 
tax concessions may thus amount to a subsidization of wage costs to 
employers, with little or no benefit to employees. 


While there are valid business reasons for providing non-cash benefits to 
employees, it must be recognized that such compensation is a substitute for 
cash remuneration and as such should be taxed. The budget repeals the 
preferential treatment of certain employment benefits and provides new rules for 
a proper valuation of others. 


First, the value of all interest subsidies on loans received from an employer will 
be required to be included in the income of the employee for the 1982 and 
subsequent taxation years. Currently, employees are not required to pay tax on 
interest subsidies on share purchase loans. Interest subsidies on certain loans to 
enable employees to buy a home are taxable only to the extent that the loans 


exceed $50,000. Interest subsidies on all other indebtedness are taxable only to 
the extent the subsidies exceed $500. The benefit from subsidized interest loans 
to employees and shareholders will generally be required to be valued each year 
by using the interest rate prescribed for income tax instalment and collection 
purposes. 


Second, where an employer provides an automobile to an employee, the 
minimum value of the resulting taxable benefit (the minimum standby charge) to 
the employee will be increased to five-sixths of the leasing costs or 2.5 per cent 
of the original capital cost of the car for each month the car was made available 
for personal use. 


Third, employer contributions to supplementary health or dental insurance plans 
will be taxable in the hands of the employees as income from employment. This 
is already the case for employer contributions to medical and hospital insurance 
plans administered by the provinces. 


Fourth, Revenue Canada will be making changes in its administrative practice 
SO as to require employees to include in income an appropriate value of their 
other employment benefits, such as free transportation passes and lodging and 
boarding assistance. 


Fifth, payments received by an employee on his dismissal or termination of his 
employment, which may in certain circumstances be exempt from tax, will now 
become fully taxable. 


Sixth, the amount of retiring allowances that an employee can transfer to his 
registered retirement savings plan or a registered pension plan will, in future, be 
limited to $3,500 per year for those years of service with the employer for which 
he was not covered by a registered pension plan or a deferred profit-sharing 
plan. In the case of senior executives, retiring allowances have often amounted 
to hundreds of thousands of dollars, all of which, under the present rules, can be 
sheltered from immediate taxation, through transfers to an RRSP. 


Seventh, business firms will not be permitted to deduct their contributions to a 
deferred profit-sharing plan (DPSP) that provides benefits to the principal 
shareholders of the firm. Nor will such plans be accepted for registration in 
future. Currently, some 90 per cent of DPSPs have no more than three members 
and many of these are set up for the benefit of principal owners/shareholders of 
the companies. This is contrary to the basic objective of these plans which is to 
encourage profit-sharing with those employees who would not otherwise share 
directly in the profits of the business. 


Lastly, personal service corporations, established by senior executives and 
high-income individuals to convert their employment income into business 
income eligible for small business tax incentives, will, in future, be subject to the 
full corporate income tax rates. In addition, expenses which are not ordinarily 
deductible by employees will also not be deductible when incurred through such . 
personal service corporations. 
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A related issue concerns employees working in the north and isolated posts. 
Currently, these employees are completely exempt on certain of their 
employment benefits in the form of subsidized vacation travel and housing 
loans. This relief is provided through a special remission order which is due to 
expire at the end of 1981. The provision has resulted in an anomalous treatment 
of individuals living in isolated regions. Inequities arise between individuals 
working for different employers, temporary and permanent residents and high- 
and low-income individuals. Because of these features and because the federal 
tax system should apply uniformly to all Canadians across the country, this 
special remission is hard to justify. However, in order to allow the government 
adequate time to review the need for, and means of, providing special 
assistance to employees at such locations, the remission order is being 
extended for one more year. The tax relief under the remission order will be 
confined to those benefits that are granted under employer-employee 
agreements reached prior to November 13, 1981. All such benefits will become 
taxable as income from employment effective January 1, 1983. Government 
assistance to employees in such locations after this date must take the form of 
an expenditure program rather than a deduction or exemption from taxable 
income. 


Rationalization of Other Tax Expenditures 
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In line with its objectives of ensuring that tax preferences serve stated policy 
goals and operate in a fair and effective manner, the budget modifies several 
other tax expenditures for individuals. 


e The $1,000 pension income deduction was initially introduced in 1975 to 
offset partially the effects of inflation on pensioners. However, it now 
applies to lump-sum returns of pension plan contributions when an 
employee changes jobs and to pension income received by individuals who 
are not retired. The deduction will be modified so as to preclude its 
unintended use in such cases. 


¢ The $1,000 investment and pension income deductions are transferable 
between spouses to ensure that their value is not lost. The budget corrects 
an anomaly in these provisions that results in an excessive amount of 
transferred deductions. 


e Professionals are now able to exclude from their income the value of work 
that is not billed by the end of their fiscal year, even though they can fully 
deduct all of the cost incurred in respect of that work. The resulting deferral 
of tax, is not generally available to other businesses and does not serve any 
policy objective. It will therefore be repealed. 


¢ Currently taxpayers may claim deductions for dependent parents, 
grandparents, brothers and sisters and other relatives. When these 
dependants live abroad it is not possible to verify claims for this deduction. 
Audits have found that a large proportion of the claims are fraudulent. 
Areas of the tax law that are open to such abuse cannot be tolerated. 
Taxpayers will, therefore, not be permitted to claim any deductions in 
feed oe of their non-resident dependants other than their spouse and 
children. 


Enrichment of Selective Tax Relief 


One of the objectives of this budget is to improve the fairness of the tax system. 
This means not only removing or curtailing incentives, but also broadening 
certain tax preferences where there is a demonstrated need for relief and where 
added relief is consistent with tax equity and overall revenue objectives. There 
are a number of important areas where the budget expands tax relief. 


e The tax exemption for lodging and boarding benefits received at temporary 
worksites will be extended to all employees who maintain a residence at 
another location. Currently, this exemption is confined to those employees 
who support a dependant at their permanent place of residence. 


e To improve incentives for charitable giving, charitable contributions that 
exceed 20 per cent of income will now be permitted to be carried forward 
for up to five years. Also, any donations in excess of the 20-per-cent limit 
made by a taxpayer in the year of his or her death may be carried back 
one year. 


e To increase the attractiveness of registered retirement income funds, 
greater flexibility will be permitted in the withdrawal of accumulated savings 
from them. 


Corporate Tax Measures 


Corporations benefit from a broad range of tax expenditures as do individuals. 
Their impact on the distribution of corporate income tax liabilities is similarly 
uneven. While some corporations pay tax at full rates, a significant number of 
profitable corporations pay little or no tax. A case could be made for elimination 
of many of these tax expenditures as well, combined with a lowering of the 
general corporate tax rates. However, such an initiative in the corporate sector 
is complicated by considerations of international competitiveness, the 
measurement of corporate income in an inflationary environment and other 
factors. For this reason, the primary focus of this budget has been a review of 
tax expenditures for individuals and structural changes in the federal sales tax. 
Nonetheless, a number of corporate tax expenditure cutbacks are being 
proposed to improve the system and to meet the government's revenue 
requirements. At the same time, tax expenditures for the small business sector 
are being enriched and restructured. 


Capital Cost Allowances 


Capital cost allowances are one of the largest tax expenditures identified in the 
Tax Expenditure Account of the Government of Canada for the 
corporate/business sector. While depreciation of assets is a legitimate business 
expense and should thus be deductible in any proper measure of income, it is 
generally recognized that assets can be written off for tax purposes at much 
faster rates than is warranted by their actual economic lives. The result is a 
significant deferral of tax liability on business income. 
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In many cases, the capital cost allowance rates are deliberately set in excess of 
economic depreciation rates in order to provide incentives to certain types of 
investments in the economy. In other cases, the higher rates serve to offset the 
adverse effects of the mismeasurement of business income that results from the 
use of historical costs in an inflationary environment. While a complete analysis 
of these tax expenditures requires a detailed consideration of a variety of 
factors, there are certain features of the capital cost allowance system that are 
clearly anomalous and are being addressed in this budget. 


Half-Year Convention 


Depreciable properties currently receive a full-year’s capital cost allowance in 
the year of acquisition even though they may have been purchased part way 
through the year or indeed on the last day of the year. This results in 
substantially larger capital cost allowance deductions than can be justified on 
the basis of actual wear and tear and obsolescence of assets. Even where the 
assets are permitted to be written off at accelerated rates in order to provide 
incentives for investment, the lack of any prorating of capital cost allowances in 
the year of acquisition has the effect of making the incentive significantly richer 
than was intented. For example, a piece of manufacturing machinery that 
qualifies for the accelerated two-year write-off can, in fact, be fully written off in 
13 months if purchased in the last month of a year. 


For assets acquired after November 12, 1981 taxpayers will be permitted to 
claim only one-half of the normai full-year’s capital cost allowance in the year of 
acquisition. This so-called half-year rule will, on average, result in the same 
capital cost allowance claim as a system of exact prorating based on the 
number of days the asset was owned in the year. At the same time it avoids the 
complexity of an exact prorating formula. The result will be a corporate tax 
system that better matches costs with revenues in determining tax liabilities. 
The half-year rule will be delayed until January 1, 1982 for acquisitions of 
certified Canadian films and multiple unit residential buildings. 


The tax laws of many other industrialized countries limit the amount of 
depreciation allowance that can be claimed in the year of acquisition of assets. 
The United States, our closest trading partner, in fact goes even further in that it 
not only requires prorating of the allowance in the year of acquisition, but also 
denies any allowance on an asset until it has been put into use. Unlike the 
United States, taxpayers under the Canadian system can begin to claim the 
allowance when the asset is acquired. Thus progress payments on buildings or 
construction of large plants qualify for depreciation long before the buildings or 
plants are completed and put into use. This feature of the Canadian system will 
be maintained and will not be affected by the change proposed. 


The additional corporate tax revenues from this measure decline rapidly in the 
years following its introduction. This is due to the fact that capital cost 
allowances disallowed in the year of acquisition will be claimable in subsequent 
years. The measure will not materially affect the rates of return on most 
investments as it only amounts to a six-month deferral in the claiming of capital 
cost allowances. The other incentive features of the Canadian corporate tax 
system, such as the two-year write-off, the lower corporate tax rate for 
manufacturing and the investment tax credit, will continue to provide significant 
stimulus to business expansion. 


The budget proposes several other capital cost allowance changes: 


e Taxpayers will not be permitted to claim depreciation allowances on 
objects of art or antiques acquired after November 12, 1981. Art objects 
typically do not depreciate; rather the opposite is the case. Indeed, art is 
often purchased for investment purposes. However, the government wishes 
to maintain incentives for the acquisition of works of art of living Canadian 
artists. The initial purchase of such works will continue to qualify for 
depreciation allowance. 


e Amendments will be made to ensure that soft costs incurred prior to the 
completion of a building will not be deductible immediately but instead will 
be treated as part of the capital cost of the land or the building as the case 
may be. 


e When a building is demolished, taxpayers are allowed to claim any residual 
undepreciated capital cost of the building as a terminal loss. Concern has 
been expressed that this provision may provide an incentive for demolition 
of heritage properties. As a result, modifications will be made to prevent 
the full and immediate deductibility of terminal losses on buildings. 


Corporate Surtax 


To help meet the government’s revenue objectives, the current corporate surtax 
will be extended until the end of 1983. The rate of surtax will be continued at 

5 per cent of corporate income tax otherwise payable in 1982 and will be 
reduced to 2 % per cent in 1983. 


Small Business 


Small businesses play an important role in the Canadian economy. The 
government provides a number of fiscal incentives and other forms of assistance 
to aid in their growth and development. These include provision of grants and 
technical know-how through the Enterprise Development Program, subsidized 
financing through the Federal Business Development Bank and the Farm Credit 
Corporation, and the Small Business Development Bond program, and a variety 
of special tax preferences. 


In terms of aggregate fiscal impact, the most significant of the incentives 
provided by the federal government is the reduction in the federal corporate tax 
rate for small business corporations from 30 per cent to 10 per cent in the case 
of manufacturing profits and from 36 per cent to 15 per cent in the case of other 
types of active business income. These low rates apply on incomes of up to 
$150,000 each year, provided the cumulative retained earnings of the business 
do not exceed $750,000. The tax savings from this preference can thus amount 
to $31,500 per annum for each corporation or associated corporate group. In 
aggregate, the federal revenue cost of the preference is estimated to be well in 
excess of $1.5 billion per annum. 
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In spite of the considerable fiscal restraint being exercised by the government in 
other program areas, the tax preferences for small businesses will be further 
enriched to reflect the priority the government attaches to this sector of the 
economy. In line with the objectives of the budget, the tax incentives will also be 
restructured so as to direct fiscal resources in favour of those businesses that 
are expanding and those that are most in need of assistance. 


Small Business Deduction Limits 


The budget provides more room for growing small businesses to obtain the low 
tax rate benefits before they start paying tax at regular corporate rates. The 
annual income limit for the small business corporate tax rates will be increased 
from $150,000 to $200,000 and the cumulative limit will be increased from 
$750,000 to $1,000,000. The federal cost of the measure is estimated to be 
$50 million per annum. 


Exemption from Corporate Surtax 


Further support will be provided to small businesses by exempting them from 

the corporate surtax for 1982 and 1983 on that portion of their income that is 
eligible for the lower corporate tax rates. This will result in a total tax saving of 
$100 million for them over the 1982 and 1983 calendar years. 


Small Business Bond 
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The small business bond measure has provided an important degree of relief 
from the current high interest rates for incorporated businesses. Financial 
institutions have committed almost $2 billion of funds under the program. 
However, a generalized interest subsidy program over an extended period of 
time can be counter-productive. As well as causing a significant drain on 
government revenues, it would potentially introduce distortions in capital 
markets that are not in Canada’s best interests. At the same time, the 
government believes that temporary relief is warranted for all small businesses, 
including farmers,who are facing financial hardship. For these reasons, the small 
business bond provision will be extended for a further period of one year, to 
apply to small corporations and unincorporated businesses in financial difficulty. 


In order to ensure a wider distribution of funds available under the program, 
preferential tax treatment will be given only in respect of that portion of interest 
that exceeds 6 per cent per annum, in the case of borrowing arranged after 
November 12, 1981. Thus, small businesses will be able to secure financing at, 
for example, approximately 13 to 14 per cent interest rates, compared to 20 to 
22 per cent rates they might otherwise be required to pay. This will provide 
reasonable assistance to this sector for abnormally high interest costs. The 
existing provision and the extension will provide tax savings of approximately 
$150 million for each of the next five years, for a total of $750 million over the 
period. 


Corporation-Sharehoilder Tax Integration 


Since 1972 the tax system has contained an important mechanism to integrate 
the corporate and individual tax paid by small business corporations and their 
shareholders. Its purpose is to ensure that income earned in the corporation and 
distributed to shareholders is not taxed more heavily than if it was received 
directly by the individual. To achieve this result the dividend tax credit to 
shareholders was designed to refund to small business shareholders the 
corporate tax underlying their dividends. 


Unfortunately, the mechanics of this integration system are now defective. 
Rather than the tax law being neutral between income flowed through a private 
corporation or received directly, it results in less tax on small business corporate 
income than on income from wages or salaries or from an unincorporated 
business. This occurs because the dividend tax credit given to shareholders of a 
small corporation consistently exceeds the tax paid by the corporation. The 
result is that up to $10,000 in taxes can be saved annually. This defect in the 
tax system is leading to serious inequities and unnecessary distortions including 
incorporations solely for the purpose of obtaining these tax savings. These tax 
benefits have generally gone to owner-managers and other senior employees of 
small businesses, many of whom are in the higher-income groups. 


The budget proposes to end these anomalies by imposing a new 12.5 per cent 
tax on dividend distributions of small business companies. 


This tax will not impose any burden on small businesses as long as they 
continue to employ their earnings in the business. Even when funds are 
withdrawn from the business, the total tax on them would be no more than on 
comparable amounts received as wages and salaries. 


Small business shareholders who pay personal income tax at higher marginal 
tax rates will also benefit substantially from the general lowering of the personal 
rates. In fact, for an individual in the top marginal rate bracket, dividends now 
attract a combined federal and provincial tax of approximately 40 per cent. 
After 1981, this rate will be reduced to 25 per cent excluding the distribution tax 
at the corporate level and 37.5 per cent including the distribution tax. 


Cumulative Deduction Account 


The eligibility for the lower corporate tax rates for small business is subject to 
the restriction that the cumulative amount of retained earnings of the business 
not exceed $750,000 ($1 million after the budget). The purpose of this 
restriction is to confine the tax assistance during early years when the business 
is being established and when it may have difficulty in obtaining debt or equity 
financing from external sources. Businesses can, however, avoid the cumulative 
retained earnings limit by paying out dividends. As a result, they can remain 
eligible for the low corporate rates long after they have ceased to be small and 
obtain benefits even though the funds are not used for business expansion. In 
order to retarget the incentive where it is most needed, dividends distributed 
after December 31, 1981 will no longer be deductible in computing the 
cumulative deduction limit of a business. 
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Small Manufacturers Provision 


The budget also proposes to aid small incorporated firms that now benefit from 
a further reduction in tax rates on their manufacturing and processing profits. 
Small businesses will now be relieved from the requirement to undertake 
complex computations to isolate their manufacturing profits from other business 
income and will be allowed the low tax rate on all of their income if they are 
engaged primarily in a manufacturing activity and if their total income is less 
than $200,000. 


The sum total of these changes will, in aggregate, result in a nei tax saving to 
the small business sector. At the same time, the benefits of the tax expenditure 
provisions will be retargetted to those small businesses that are most in need of 
financial assistance. 


Other Corporate Measures 


Capital Gains Realizations 
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One-half of any realized capital gains is normally included in income for tax 
purposes in the year the property is disposed of. This general rule, however, 
does not apply in a number of situations when the property is disposed of in 
exchange for another property as opposed to cash. In such cases, the tax on 
the accrued capital gain is deferred until the new property is disposed of. This 
most commonly occurs in situations involving corporate reorganizations, 
mergers and takeovers, when shares of one corporation are exchanged for 
shares of another corporation or where property is exchanged for shares. Such 
transactions are in essence a barter and are equivalent, in their economic effect, 
to a simultaneous disposition of the old property for cash and acquisition of the 
new property using these proceeds. Yet the tax treatment is quite 

dissimilar — cash transactions give rise to immediate tax on capital gains 
realized, while the barter transactions do not. 


The deferral of the tax liability in these circumstances is justified when the 
taxpayer has not changed the substance of his investment. However, the 
present tax-free corporate rollover provisions extend far beyond situations 
where a taxpayer has not changed the nature of his investment. In a corporate 
takeover or merger, for example, they extend to circumstances where the 
taxpayer has essentially sold his shares in one company in exchange for an 
entirely different investment. 


Deferral of tax in corporate reorganizations will now be restricted to exchanges 
or transfers of shares within a group of related persons where there is no 
effective change in control. An exception will also be made for transfers of 
property to Canadian small business corporations. This will facilitate a group of 
individuals consolidating and incorporating their separate businesses. 


Term Preferred Shares 


In spite of restrictions imposed in 1978, the use of term preferred shares and 
income debentures to obtain so-called “‘after-tax’’ financing at concessionary 
interest rates has continued at significant levels. One reason for this is that the 
restrictions imposed in 1978 did not apply to such instruments with terms longer 
than 10 years nor to instruments acquired by non-financial institutions. After-tax 
financing has been responsible for several banks paying little or no income tax 
and has been used in a number of corporate takeovers. 


To limit further their use, the budget proposes to extend the 1978 restrictions to 
such instruments with terms of longer than 10 years acquired by banks and 
financial institutions. Any such instruments acquired by non-financial 
corporations will also not generally be eligible for preferential tax treatment if 
they are redeemable within five years. In future, the tax exemption for income 
from such instruments will essentially be confined to issues by corporations in 
financial difficulty. Furthermore, lenders will not be exempt from tax on the first 
six percentage points of income received on such securities. 


Charities 


Charitable organizations and foundations are exempt from tax. To prevent large 
amounts of funds accumulating over time in the hands of charities, the 
legislation provides rules requiring minimum disbursements. These rules can be 
circumvented in a number of ways. To ensure that the intended policy 
Objectives of these provisions are achieved, several changes will be made. 
Capital gains will no longer be exempt from disbursement requirements. 
Charities will be subject to a penalty tax equal to the amount of any shortfall in 
their disbursements. The minimum disbursement quota for private foundations 
will be increased from 5 per cent to 10 per cent of the value of certain of their 
assets So as to reflect more accurately current rates of return on investments. 
Other technical changes will also be made. 


Other Measures 


A number of other rules relating to the taxation of corporations will be tightened 
to prevent certain inappropriate tax deferrals, tax reductions and tax sheltering. 


The 25-per-cent Part IV tax on portfolio dividends received by private 
corporations will be extended to public companies under the control of an 
individual or a related group of individuals. This will prevent owners of private 
corporations from avoiding the tax by simply arranging for a class of shares with 
limited voting rights and privileges to be listed on a stock exchange. 


Foreign-controlled private corporations will no longer be eligible for the refund of 
corporate income tax on investment income distributed to shareholders. 


Income from mining and processing of iron ore to the pig iron stage is eligible 
for the 25-per-cent federal resource allowance which is given in lieu of the 
deductibility of provincial royalties. In cases where there is further processing of 
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pig iron by a firm, significant difficulties have arisen in Separating the income 
from mining and manufacturing and processing operations and thus in 
determining the value of the resource allowance. The problem arises because 
pig iron is not sold in large volumes and a fair market value is difficult to 
establish. However, iron ore is generally processed by mining companies into 
pellets rather than pig iron and the pellet stage is therefore a good indicator of 
the completion of mining operations. Accordingly, the resource allowance will 
be based on income earned to the stage where iron ore is processed into 
pellets, rather than into pig iron. 


Steps have also been taken to prevent tax sheltering through the purchase of a 
corporation with large tax losses. Where control of a corporation changes, 
pre-acquisition business losses will only be deductible to the extent of income 
subsequently earned from the business in which the loss was sustained. In 
addition, any banks of undepreciated capital cost of properties in the loss 
corporation will be adjusted downward to their fair market value. The 
deductibility of resource expense claims will also be restricted to post- 
acquisition income from the related resource properties. 


Several changes are proposed in the taxation of life insurance companies. The 
objective of these changes is to bring the taxation of their income more in line 
with general tax principles. 


Federal Sales Tax 


48 


The federal sales tax which is imposed at the manufacturer’s level suffers from a 
number of structural defects. These have been the subject of extensive review 
and comment. The most serious consequence of these defects is that they 
place domestic manufacturers at a substantial competitive disadvantage in 
relation to importers. As illustrated in Table 4.4 it is estimated that the effective 
rate of federal sales tax on a wide range of domestically produced goods is 
almost twice as high as that on similar goods imported from outside. In some 
cases, the sales tax differential outweighs the customs duty protection provided 
to domestic manufacturers. Another consequence is that, even among domestic 
manufacturers, the amount of sales tax on a given product varies depending 
upon the marketing and distribution network through which the product flows. 


After an extensive review of a range of options, the government has concluded 
that the imposition of the tax at the last trade level prior to the retail level, that is 
the wholesale level, would be the most direct method of correcting the defects 
of the present system. The necessary legislation to effect this change will be 
introduced early in 1982. In order to allow adequate time for business firms to 
familiarize themselves with the new system, its actual implementation will be 
delayed until July 1, 1982. 


While any change does entail some transitional costs, the resulting improvement 
in the competitive position of Canadian manufacturers will more than offset 
these costs. The change will remove, to a considerable extent, the uncertainty 
that manufacturers face in determining the amount of tax due on their sales. It 
will simplify the administration of the system, reduce the necessity of the 
numerous ad hoc and discretionary adjustments in the calculation of tax 


Table 4.4 


currently made by Revenue Canada and permit introduction of an effective 
appeal system. One further important advantage of the switch is that 
wholesalers will be able to acquire their inventory of goods without payment of 
the sales tax. It is estimated that this will lower their inventory financing 
requirements by as much as $400 million. 


A move to the wholesale level will permit a lowering of the general tax rate, while 
yielding the same revenues. The general rate will be reduced from 9 per cent to 
8 per cent. The reduction will, however, be delayed by six months, until 

January 1, 1983, in order to offset a one-time revenue loss resulting from 
refunds of tax on wholesalers’ inventories. The lowering of the rate will provide 
net tax reductions to many domestic manufacturers whose goods are now 
effectively taxed at the wholesale level. To equalize the tax between large chain 
retailers buying goods directly from manufacturers and small retailers buying 
through wholesalers, the legislation will provide for a higher rate of tax on 
purchases of taxable goods by the former. 


Comparison of Federal Sales Tax on Domestic Products and Imports‘ 


Effective federal sales tax as a 
percentage of sale price to retailers 


Domestic Imports Difference 
Kitchenware 8.3 3.6 4.7 
Cutlery 8:3 ks i 3.2 
Small household appliances 8.0 6.0 2.0 
Household freezers 6.4 512 122 
Brooms 8.3 5.0 3.3 
Household pet products 8.3 4.2 4.1 
Novelty paper products 6.9 4.3 2.6 
Household textiles 8.3 65 1.8 
Toys 7.4 3.3 4.1 
Sporting goods 7.8 4.6 3.2 
Outboard motors (We 6.8 0.4 
Billiard tables 8.3 6.8 1.5 
Record and tape players 8.3 6.3 2.0 
Power tools 8.3 6.2 eal 
Building fasteners 4.8 3.7 as 


() Based on 1980 data. 
(2) Building products are taxable at a 5 per cent sales tax rate. 


Revenue Impact of the Major Tax Measures 


The impact on federal revenues of the major budget tax measures is shown in 
Table 4.5. The additions to revenue are larger in the early years, rising from $1.4 
billion in 1982-83 to a peak of some $2.1 billion in 1983-84 and declining 
sharply thereafter. This overall pattern reflects the fact that many of the 
changes proposed in the budget end tax deferrals now permitted. Such 
measures include the elimination of income averaging annuity contracts and the 
reserve provisions, and the introduction of the half-year rule for businesses 
claiming capital cost allowance (CCA) in the year assets are purchased. They 
tend to produce larger one-time tax increases in the year the deferral is ended 
and only smaller net additions to revenues later on. 
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Table 4.5 
New Tax Measures with Major Impacts on Revenue Growth 


a RS SEE a ST AE TR SR AOS i re re Ts Sh ad i 2 
Measure 1981-82 1982-83 1983-84 1984-85 1985-86 
OBE AR Sree 3 Em SSeS AS AL FD eee i ee Bil ial) PRS to lennon 


(millions of dollars) 
Personal Income Tax 


Repeal IAAC deduction 0 0 895 475 445 
End general averaging and introduce new 


forward averaging 0 40 250 250 250 
Change taxation of employee benefits 0 0 175 195 220 
Limit deduction for interest costs on investments 0 35 190 205 225 
Reduce federal dividend tax credit to 34 per cent 

of cash dividends 0 ike) 140 155 175 
Repeal capital gains reserve deductions 0 0 150 150 150 
Tax accrued interest income every three years 0 0 0 0 60 
Allow one-half CCA in year assets acquired 

(unincorporated businesses) 5 35 100 85 45 
Change taxation of low interest employee and 

shareholder loans 0 0 50 60 70 
Require professionals to inventory 

work-in-progress 0 0 75 10 10 
Prevent excess transfer of claims for $1,000 

investment and pension income deductions 0 0 20 26 27 
Restrict $1,000 pension deduction to retired 

persons 0 10 20 22 25 
Restrict personal exemption for non-resident 

dependants 0 ie) 20 23 25 
Restrict tuition fee and education deductions 0 2 10 11 12 
Require soft costs on real estate investments to 

be capitalized 0 0 10 10 10 
Total base changes 5 142 Zale 1,677 1,749 
Restructure federal tax credit 135 655 35 405 420 
Cut in marginal tax rates for individuals — 180 — 1,120 — 1,295 — 1,470 — 1,660 
Total personal income tax changes — 40 — 323 850 612 509 

Corporate Income Tax 
Allow one-half CCA in year assets acquired 110 1,100 840 435 435 
Extend corporate surtax for large businesses 15 465 255 0 0 
Impose 12.5 per cent tax on dividends paid by 

small businesses from income taxed at lower 

rates 45 90 110 125 140 
End reserve deductions on sales of properties 0 60 60 60 60 
Increase small business deduction limits 0 — 50 — 55 —60 —65 
Require professional corporations to inventory 

work-in-progress 0 30 5 5 5 
Extend small business development bonds 0 —20 —20 —20 —20 
Restrict refund of Part | tax for private 

corporations 5 10 12 15 20 
Total corporate income tax changes i eg) 1,685 15207 560 575 


Withholding tax 
End reduction in withholding tax of dividends 
from corporations with degree of Canadian 


ownership 5 tS) 40 45 50 


Total budget impact 140 1,397 2,097 aur 1,134 
EE SE 


Overall, the budget raises additional revenues from both corporate and 
individual taxpayers. For individuals, however, the net effect is to lower personal 
Income tax collections in the 1982-83 year. This is because while they begin to 
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benefit from the marginal rate reductions on January 1, 1982, the additional 
taxes from the elimination of certain tax expenditures do not have to be 
remitted until March-April 1983 when individual tax returns are filed. 


There are two main measures affecting corporate revenues: the new first year 
CCA rule and the extension of the surtax for large businesses at the rate of 5 
per cent in 1982 and 2.5 per cent in 1983. Again, these changes produce a 
larger increase in revenue in 1982-83 and 1983-84 than in later years. The 
effect of the half-year CCA rule declines over time as any reduced CCA in the 
year of purchase is available later to reduce tax liabilities. The decline in surtax 
revenues reflects the lowering of the rate to 2.5 per cent in 1983. 


The movement of the federal manufacturers’ sales tax to the wholesale level is 
not expected to affect federal revenues as the effect of moving to a larger tax 
base will be offset by a reduction in the rate of tax. 


Table 4.6 records the estimated direct impact of the tax measures on provincial 
and territorial revenues. These governments gain more than $1 billion in 
1982-83 and $0.5 billion to $0.8 billion in subsequent years. 


Table 4.6 


Estimated Increase in Provincial and Territorial Revenues 


from Tax Changes Proposed in the Budget 


1982-83 1983-84 1984-85 1985-86 1986-87 

(millions of dollars) 
Personal income tax v1 419 374 435 38 1 
Corporate income tax 367 334 204 185 180 
Total direct impact 1,078 753 578 620 561 
Associated equalization 6 29 42 43 33 
Total impact 1,084 782 620 663 594 
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V. Other Budget Measures 


Customs Tariff 


The budget contains a number of tariff measures that are worthy of note. It will 
implement recommendations made by the Tariff Board for improvements in the 
General Preferential Tariff (GPT) for developing countries. In addition, it will 
eliminate the duties on goods covered by the GPT when imported from the least 
developed of the developing countries (LLDCs). These tariff reductions form an 
important part of Canada’s contribution to the concerted efforts of the world’s 
developed economies to promote the growth and development of developing 
countries. 


A new tariff item will be introduced authorizing the government to remove the 
duties on goods that are designed for the disabled. Other tariff changes will 
provide reduced rates of duty or free entry for certain dental materials, religious 
printed matter, unexposed instant film for hospitals, and seeds for growing 
green and yellow wax beans. 


The general level of Canadian tariffs will of course continue to decline over the 
period to 1987, as the phased reductions agreed to in the multilateral trade 
negotiations of 1979 are implemented. 


Unemployment Insurance Contributions 


Effective January 1, 1982 the weekly rate of unemployment insurance 
contributions will be reduced to $1.65 per $100 of insurable earnings. The 
corresponding employer rate of contribution will be $2.31. The employee and 
employer contribution rates for 1981 are $1.80 and $2.52 respectively. The 
decreases in the contribution rates reflect levels of unemployment in 1981 which 
are lower than expected last year. Consequently, the employer-employee share 
of unemployment insurance costs is lower than expected and decreases in the 
contribution rates are now possible. As a result, employees’ disposable incomes 
will be increased roughly $200 million and employers’ costs will be reduced by 
close to $300 million in 1982, relative to what they would have been with the 
1981 contribution rates. The government will continue to pay the full cost of 
regionally-extended and fishermen’s benefits. 


A comprehensive review of the current unemployment insurance program has 
recently been completed. The Minister of Employment and Immigration is 
consulting with the private sector and the provinces on ways to increase the 
efficiency and effectiveness of unemployment insurance while reducing overall 
costs. Premium rates will be reviewed again when these changes become 
effective. 
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VI. Total Budgetary Revenues by Major Source 


The two previous chapters have presented the major budgetary measures 
influencing the government’s revenues. The actual flow of revenues in future 
years will depend not only on the newly revised tax system, but also on the 
course of economic developments. In the present chapter the projected flow of 
government revenues to 1985-86 will be presented and discussed by major 
revenue source. The objections are contingent on the economic assumptions, 
‘which are presented in a companion document. The chapter begins with a 
discussion of oil and gas production revenues, cast in the light of the recent 
energy agreements with producing provinces. It then goes on to a summary 
discussion of other major revenue sources. 


Oil and Gas Production Revenues 


An oil and gas pricing and revenue-sharing agreement between Canada and 
Alberta was concluded on September 1, 1981. The five-year agreement 
established a schedule of oil and gas price increases and provided a firm basis 
for the achievement of national energy and fiscal policy goals. Under the new 
system, the federal government’s share in oil and gas production revenues will 
equal approximately 25 per cent over the 1981-86 period. The pricing and 
taxation structure will provide significant stimulus for new tar sands projects, 
exploration for conventional oil, and northern frontier and offshore petroleum 
resources. Understandings have been reached with the governments of British 
Columbia and Saskatchewan which include many elements in common with the 
Alberta agreement. 


While most of the details are outlined in the Canada-Alberta Memorandum of 
Agreement and letters of understanding with British Columbia and 
Saskatchewan, the budget affirms the tax changes, and these will be included in 
the legislation arising out of the budget. The effects of the energy agreements 
with these three provinces have been incorporated into the fiscal projections 
presented in this budget. 


Projected federal tax collections from oil and gas production activity are shown 
in Table 6.1. Summary descriptions of each tax are given below. 


Corporate Income Tax 


Under the energy agreements, oil and gas producers’ sales revenue will be 
much higher than under the NEP price schedules. The impact on corporate 
income tax collections of these higher sales revenues is lessened, however, by 
the deductibility for tax purposes of revenues from pre-1981 oil in excess of the 
return under NEP prices, given that this excess is subject to the incremental oil 
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Table 6.1 
Federal Oil and Gas Production Revenue Collections 
on a Public Accounts Basis‘"? 


1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 


(millions of dollars) 


Corporate income tax® 1,440 231 to 2,815 3,245 3,970 4,800 
Petroleum and gas revenue tax and 

incremental oil revenue tax at 1,180 3,760 5,020 6,115 7,135 
Natural gas and gas liquids tax 187 1,080 1,505 2,035 2,060 3,140 
Oil export charge 673 270 260 165 90 0 
Net petroleum compensation 

revenue 0 0 0 0 0 0 


Total 2,327 4,645 8,340 10,465 12,740 15,075 
AUN! Gai til Pie pen ee bee en el SS ee 


(1) The list of taxes is not intended to be a comprehensive representation of energy revenues. The revenue definition is 
consistent with that used for the negotiations with the provinces. It should be noted that taxes on income generated in oil 
and gas transportation, distribution and refining are not included, nor are the portion of the sales tax levied on energy 
products, the gasoline excise tax, the transportation fuel compensation recovery charge and the oil export charge on oil 
products. 

(2) An estimate of the taxation year tax liability for oil and gas production income. 

(3) The federal share of revenue from crude oil exports. 


revenue tax. Income tax changes affecting the resource allowance, synthetic oil 
projects and earned depletion in respect of exploration expenditures on Canada 
Lands are also incorporated in the budget. 


The 25-per-cent resource allowance in the Income Tax Act will be restructured 
effective January 1, 1982 to make it available to the total production profits of 
an oil or gas well before the deduction of royalties payable to others, unless 
such royalty income is itself liable for non-deductible provincial levies. Those 
with an interest in production whose tax liabilities are unaffected by the 
non-deductibility of crown royalties or provincial mineral income taxes will no 
longer receive a resource allowance. This restructuring of the allowance will not 
apply to existing or future bituminous sands mining projects but will affect in situ 
recovery projects such as the Cold Lake project. Income from upgrading 
projects in Saskatchewan will be treated as resource income and will be eligible 
for the resource allowance. 


The Income Tax Act will now provide that income from a new synthetic oil 
project, a major expansion of such a project, or a heavy crude oil Upgrader in 
Saskatchewan, may not be sheltered from tax by deductions stemming from 
expenditures which are not incurred in the construction, operation or 
maintenance of the project. 


Earned depletion in respect of exploration expenditures on Canada Lands is to 
be phased out over the next three years so as to equal 33% per cent of such 
expenditures in 1982, 20 per cent in 1983, 10 per cent in 1984 and zero 
thereafter. Earned depletion or an equivalent incentive will be retained for new 
synthetic oil projects, heavy crude oil upgraders in Saskatchewan, and for 
prescribed enhanced oil recovery projects. Because of the availability of anew 
oil reference price and appropriate royalty regimes, such prescription will only 
be made in exceptional circumstances and will be contingent upon provincial 
royalty reductions. 


There will be one additional corporate income tax change that is not covered by 
agreements with the provinces. The October 28, 1980 budget proposed a 
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change in the definition of exploration expenditures to be effective from Jan- 
uary 1, 1981. Subsequently the implementation date was postponed until 
January 1, 1982. To provide temporary assistance to gas producers, the 
government is now proposing a further one-year delay in the effective date for 
this change in the definition. 


Petroleum and Gas Revenue Tax 


The rate of the petroleum and gas revenue tax (PGRT) which was introduced in 
the October 28, 1980 budget will be increased effective January 1, 1982 from 

8 per cent to 16 per cent. However, there will be a resource allowance of 25 per 
cent available to those whose tax liability is affected by the non-deductibility of 
crown royalties. The effective rate for such persons will thus be 12 per cent. The 
rate of the tax on production revenues from the Alsands and Cold Lake 
synthetic oil projects, and the Saskatchewan heavy oil upgraders will be 
reduced from 16 per cent to 10.67 per cent (8 per cent after the resource 
allowance) until the projects achieve payout. Payout occurs when cumulative 
net operating profits minus gross royalties exceed total pre-production costs. 


Petroleum and gas revenue tax collections will be higher under the new 
agreements both because of the higher effective tax rate and because of the 
higher wellhead prices. 


Incremental Oil Revenue Tax 


Effective January 1, 1982 there will be a new tax on incremental revenues on oil 
discovered prior to 1981, resulting from the higher wellhead prices agreed to 
under the Canada-Alberta energy agreement. The tax, to be known as the 
incremental oil revenue tax, will be 50 per cent of the additional revenues the 
industry receives as a result of prices on old oil being higher than prices set out 
in the 1980 National Energy Program. In computing these incremental revenues, 
a deduction will be allowed for related crown royalties. As a result of the 
understanding reached with Saskatchewan, the burden of this tax on low 
productivity wells will be reduced. The exact form of this relief has yet to be 
determined. Revenues subject to this tax will be excluded from income taxation. 


Natural Gas and Gas Liquids Tax 


The rate of the federal excise tax on exports of natural gas, other than natural 
gas produced from Canada Lands, will be reduced to zero for the period from 
October 1, 1981 to December 31, 1986. There will also be a refund of the tax 
on ethane exported during this period. The tax on domestic sales of natural gas 
will be established so that the tax-included wholesale price of natural gas at the 
Toronto city gate will average approximately 65 per cent of the average price of 
crude oil at the Toronto refinery gate. The current rate of 42 cents per gigajoule 
will remain in effect until February 1, 1982 rather than rising to 56 cents on 
January 1 as previously scheduled. The new rate on February 1, 1982 will be 
63 cents per gigajoule. The tax rates on ethane, propane and butanes will 
continue to be set so as to equal, on the basis of their heat content, the tax on 
natural gas. 


Revenue from the natural gas and gas liquids tax (NGGLT) grows fairly quickly 
in the budget projections as a result of projected increases in domestic gas 
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sales volumes and higher tax rates. The tax rate depends largely on the blended 
price of oil, which is itself dependent on the international price of oil. 


Oil Export Charge 


The National Energy Program announced that revenues from the export charge 
on crude oil exports would be shared with Saskatchewan and Alberta effective 
November 1, 1980. The authority for making the payments to the provinces will 
be provided by the Energy Security Act. As this Act has not yet received 
parliamentary approval, no payments have been made. When the Act is 
approved — and for the purposes of these projections it has been assumed that 
the Act will be passed before the end of the present fiscal year — there will be 
large retroactive payments which will be reflected in low net revenues for 
1981-82. Revenues are projected to decline over time because the volume of oil 
exports is expected to fall. 


Petroleum Compensation Charge 


Beginning in March 1982, the petroleum compensation charge will be set to 
balance the petroleum compensation account on an annual basis. Therefore, 
revenues from the charge will be just sufficient to offset the cost of subsidies on 
oil imports and incentive payments on oil qualifying for the new oil reference 
price. 


Impact of the Agreements on Federal Revenues 


The terms of the new energy agreements generate substantially more revenue 
than the price and tax structure contained in the National Energy Program one 
year ago. Table 6.2 shows the differences between revenues obtained by 

applying the new price and tax structures to current projections for oil and gas 


Table 6.2 
impact of the Agreements on Federal Revenues 
(Calendar Year Accruals ) 


(Sona a ees ee tne te ST ae eee ee ee 
1981 1982 1983 1984: 1985 1986 1981-86 
(billions of dollars) 


Corporate income tax"” 0.1 0.2 0.5 0.7 0.9 0.9 3.3 
Petroleum and gas revenue tax and incremental 

oil revenue tax 0.0 aA a4 4.0 4.6 4.8 18.8 
Natural gas and gas liquids tax”) =O. =06, 0:5 SO i eer ee —4.9 
Oil export charge 0.0 0.0 -—0O.1 —0.1 0.0 0.0 —0.2 
Net petroleum compensation revenue? 0.0 —1.1 -—1.4 -25 -—-26 -19 —9.6 
Total® 0.0 0.6 1.5 1.2 iad 2.6 7.5 


Jn nnn nn nnn nn nn nc 


(1) The taxation year tax liability for oil and gas production income. 

(2) The gas tax rates beyond 1983 were not explicit in the NEP. In the above table the NEP gas tax rates are assumed to be 
$.90 per mcf in 1984, $1.05 per mcf in 1985, and $1.20 per mcf in 1986. 

(3) The federal share of revenue from crude oil exports. 

(4) For purposes of comparability, the $1.25-per-barrel increase in the petroleum compensation charge effective June 3, 
1981 has been added to the NEP schedule as outlined in the October 28, 1980 budget. The schedule for the petroleum 
compensation charge beyond 1983 was not specified in the NEP. In the above table the NEP charge is assumed to be 
$13.80 per barrel after 1983. 

(5) Totals may not add due to rounding. 
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production and costs, and the revenues obtained by applying the NEP price 
and tax structures to current production and cost projections. The figures are 


on a calendar year accruals basis. 


The higher oil and natural gas prices raise production revenue in the energy 
sector, thereby generating additional government revenue through the 
corporate income tax and the petroleum and gas revenue tax. The increase in 
the effective petroleum and gas revenue tax rate and the new incremental oil 
revenue tax also generate large revenue increases. Offsetting these increases 
are the loss of revenue from an excise tax on gas exports and the fact that the 
petroleum compensation account will now be in balance each year, rather than 


accumulating surpluses as under the NEP schedules. 


The estimates of the revenue impacts of the agreements shown in Table 6.2 
cannot, however, be directly applied to the October 1980 budget projections, 
because projections for production and costs have changed significantly from 
those in the previous budget. In addition to the changes in prices and tax rates, 
there have been downward revisions to the forecast for oil production 
(especially this fiscal year) and oil and gas exports, and upward revisions to 
production cost estimates. The net result of the revisions to production and cost 
estimates is lower energy tax bases than projected in the October 1980 budget. 
In other words, if there had been no changes in tax rates and structures since 
the National Energy Program, revenues would now be forecast to be lower, 
especially in 1981-82, than in the October 1980 budget. Combining the two 
sets of factors — the different tax and pricing regime now as compared to the 
NEP and the different outlook for production and costs now as compared to 
one year ago — Table 6.3 presents the full comparison between the current oil 
and gas production revenues projections and those in last year’s budget. 


In summary, the partial impact of the agreements is a large reduction in financial 
requirements over the years 1981-82 to 1985-86. However, much of the 
revenue gain comes in the later years, and other factors offset some of the 
direct oil and gas production revenue gains in relation to the projections in the 


October 28, 1980 budget. 


Table 6.3 


Differences Between the November 1981 Budget Saat rover and the October 1980 


Budget Projection 


1981-82 
Corporate income tax'” — 185 
Petroleum and gas revenue tax and 
incremental oil revenue tax — 230 
Natural gas and gas liquids tax — 205 
Oil export charge —115 
Net petroleum compensation revenue 0 
Total —735 


“) Corporate income tax on oil and gas production income. 
(2) The federal share of revenues from crude oil exports. 


1982-83 1983-84 
(millions of dollars) 

— 30 230 

20S 3,055 

—715 — 845 

— 160 — 255 

—225 — 660 

885 1,525 


(3) As mentioned above for Table 6.2, the $1.25-per-barrel increase in the petroleum compensation charge effective June 3, 
1981 has been added to the schedule for the NEP base case for comparability. The $1.25 charge was not incorporated 
into the October 1980 budget projections. Therefore, the revenue losses in the November 1981 budget projection are 
smaller in relation to the October 1980 projection than to the NEP base case, as shown in Table 6.2. 
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Summary of Total Budgetary Revenues by Major Source 


The projected growth pattern for government revenues was alluded to in the 
second section of Chapter |. This projected pattern reflects both the budget tax 
measures, the revenue impacts of which were displayed in Table 4.3, and the 
economic assumptions in the companion budget paper. In this section a more 
disaggregated view on projected budgetary revenues will be presented. This 
view is Summarized in Table 6.4. The discussion which follows concerns the 
main determinants of revenues from sources other than oil and gas production, 
since the latter were considered in the previous section. 


Table 6.4 
Budgetary Revenues‘") 
Source 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 
(millions of dollars) 

Personal income tax 19,837 23,665 ror 32,945 37,070 41,470 
Corporate income tax 8,106 8,825 11,070 11,865 12,595 14,140 
Petroleum and gas revenue tax af 1,150 3,015 3,665 4,410 5,275 
Incremental oil revenue tax 0) 30 745 1,350 1,705 1,860 
Non-resident tax 867 885 965 1,070 1170 1,280 
Sales tax 5,429 6,385 180 8,005 8,925 9,860 
Customs import duties 3, 188 3,600 3,830 4,095 4,435 4,710 
Excise duties 1,042 1,230 1,400 1,580 1,790 1,995 
Other excise taxes 573 ‘600 685 780 875 980 
Gasoline excise tax 453 430 425 425 430 430 
Oil export charge 842 430 510 415 230 50 
Natural gas and gas liquids tax 187 1,080 1,505 2,035 2,565 3,140 
Net petroleum compensation 

revenue 0) 0 0 0 0 0 
Miscellaneous tax 99 105 110 as) 120 125 
Total tax revenue 40,650 48,415 58,760 68,350 76,320 stoned fo 
Non-tax revenues 4,748 5,895 6,200 Gnl75 6,335 6,430 
Total budgetary revenues 45,398 54,310 64,960 74,525 82,655 91,745 

(percentage change) 

Personal income tax 18.0 19.3 15,7 20.4 125 11.9 
Corporate income tax 16.6 8.9 25.4 te2 6.2 12.3 
Petroleum and gas revenue tax - ~ 162.2 21.6 20.3 19.6 
Incremental oil revenue tax — — - 81.9 25.8 9.1 
Non-resident tax 10.2 24 9.0 10.9 9.3 9.4 
Sales tax 15.6 17.6 Az, 1256 WS 10:5 
Customs import duties 6.3 12.9 6.4 6.9 8.3 6.2 
Excise duties 16.4 18.0 13.8 12.9 13:3 14.5 
Other excise taxes 14.1 4.7 14.2 13.9 12.2 12.0 
Gasoline excise tax 7:6 —5.1 —1.2 0 Va 0 
Oil export charge 12.3 — 48.9 18.6 — 18.6 —44.6 — 78.3 
Natural gas and gas liquids tax - _ 39.4 Sho p72 26.0 22.4 
Net petroleum compensation 

revenues = = bs ip, Ea al 
Miscellaneous tax 3.1 6.1 4.8 4.5 4.3 4.2 
Total tax revenues 16.4 19.1 21.4 16:3 lace 11.8 
Non-tax revenues 17.9 24.2 Sie —0.4 2.6 1.5 
Total budgetary revenues 16.6 19.6 19.6 14.7 10.9 11.0 


“ The year 1980-81 has been adjusted to exclude postal revenues, to be consistent with the 1981-82 to 1985-86 period. 
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Personal income tax collections are expected to increase 19.3 per cent in 
1981-82. This growth reflects a strong increase in nominal personal income in 
1981 and a positive difference between the growth in income per taxfiler and 
the indexation factor. In later years, the growth profiles of income per taxfiler 
and the indexation factor are expected to be more similar. Therefore, before 
making allowance for the measures introduced in this budget, the growth in 
collections would be expected to decline gradually over time in line with nominal 
income. 


The net impact of the personal income tax measures introduced in the budget is 
to lower tax collections in 1982-83 and to increase collections from 1983-84 
through 1985-86. This produces a drop in the growth rate forecast for 
collections from 19.3 per cent in 1981-82 to 15.7 per cent in 1982-83 and then 
an increase in the growth rate to 20.4 per cent in 1983-84. The impact of the 
repeal of the deduction for income averaging annuity contracts on tax 
collections, as shown in Table 4.3, explains much of this growth rate pattern. 


In addition to corporate profits, some of the important determinants of 
corporate tax revenues over the forecast period are the phasing-out of depletion 
allowances, the deductibility of incremental revenues from pre- 1981 oil as 
defined for purposes of the incremental oil revenue tax, and the measures 
introduced in this budget. The budget measures have their greatest impact on 
corporate income tax collections in 1982-83 and 1983-84. Reflecting the 
first-year adjustment to capital consumption allowances, corporate income tax 
collections are expected to increase 25.4 per cent in 1982-83. As the impact of 
the budget measures declines in later years, the growth rates of collections are 
expected to follow those of corporate profits more closely. 


Sales tax revenues are expected to grow roughly in line with nominal GNE 
growth. Customs import duties are projected to rise relatively slowly after 
1981-82 due to tariff reductions under the multilateral trade negotiations. The 
growth rate for 1981-82 is relatively high due to the increase in the value of 
imports. Beginning in September 1981, the specific excise taxes and duties on 
tobacco and alcohol are indexed annually. As a consequence, revenues from 
excise duties and other excise taxes are expected to grow with the value of 
tobacco and alcohol sales. 


Total non-tax revenues, which now exclude postal revenues, are forecast to 
increase strongly in 1981-82 because of higher interest receipts, $300 million in 
revenue resulting from the transfer of uranium stockpiles to Eldorado Nuclear 
Limited, and the implementation of the transportation fuel compensation 
recovery charge in May 1981. 
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Vil. Non-Budgetary Transactions 


The financial requirements of the government, excluding foreign exchange 
transactions, are the net result of a large number of budgetary and 
non-budgetary transactions. Budgetary expenditures were discussed in 

Chapter Ill, as were loans, investments and advances, which are categorized as 
non-budgetary items. Budgetary revenues were considered in the previous three 
chapters. In this chapter the remaining components of non-budgetary 

outlays — specified purpose accounts and other non-budgetary transactions — 
will be briefly reviewed. 


Specified Purpose Accounts 


The specified purpose accounts are a new public accounts category defined 
this year by aggregating deposit and trust accounts, formerly included as part of 
“other non-budgetary transactions,’’ with what was formerly known as the 
“annuity, insurance and pension accounts’’. The new category consists of the 
unemployment insurance account, superannuation and miscellaneous pension 
and insurance accounts, the Canada Pension Plan, the government annuities 
account and all deposit and trust accounts. 


Projected transactions in the unemployment insurance account reflect the 
legislation which provides that employer-employee contributions be adjusted 
over time to avoid cumulative private sector deficits or surpluses in the account, 
although in some years surpluses in the account provide a source of funds to 
the government while in other years deficits must be financed. 


The superannuation accounts continue to accumulate large balances, as the 
employer-employee contributions and the interest earnings of the accounts 
have typically exceeded benefits paid out by a substantial margin. Deposit and 
trust accounts include the provincial tax collection account and the western 
grain stabilization account. The net source of funds for deposit and trust 
accounts was unusually high in 1980-81 because of large payments to the 
provinces for the provincial tax collection account. Accordingly the net source is 
lower in 1981-82 and 1982-83. The next drop occurs in 1983-84 as it is 
assumed that disbursements out of the western grain stabilization account will 
equal revenues. 


Other Non-Budgetary Transactions 


The major item in ‘“‘other non-budgetary transactions’ is the interest and debt 
account (see Table 7.2). Its profile reflects the build-up in some years and 
subsequent encashment in other years of accrued interest, especially on 
Canada Savings Bonds. The build-up in these accounts between 1980-81 and 
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1982-83 results from an assumed decline in encashments of outstanding bonds 
with their accrued interest and from high interest rates. Thereafter the gross 
accruals of interest are reduced by encashments in the three years of maturing 
bonus interest and by the maturing in 1985-86 of the accumulated C Bond 
interest for Series 33. Also included in ‘‘other non-budgetary transactions”’ are 
year-end accounts and outstanding cheques which, although projected at a 
fairly stable level, are subject to unpredictable swings from year to year. 


Table 7.1 
Specified Purpose Accounts 


1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 
(millions of dollars) 


Unemployment insurance account — 682 346 —218 —119 i A —7 
Superannuation and miscellaneous 

pension and insurance accounts 2,336 2,799 3,181 3,736 4,367 5,073 
Canada pension plan 173 204 231 253 280 312 
Government annuities —15 —14 —14 —15 —14 — 13 
Total annuity, insurance and pension 

accounts 1,812 3,335 3,180 3,855 4,650 5,365 
Deposit and trust accounts 969 385 370 55 55 ote 
Total specified purpose accounts 21,8) 3,720 3,550 3,910 4,705 5,420 
Table 7.2 


Other Non-Budgetary Transactions 
1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 


(millions of dollars) 


Interest and debt accounts 186 B25 1,210 1,160 560 — 280 
Other 107 =30 —5 10 0 50 


Total other transactions 293 495 1,205 1,740, 560 — 230 
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Vill. The Financing of the Deficit 


Table 8.1 sets out the financial requirements and sources of financing for the 
fiscal years 1976-77 through to 1980-81 and for the first seven months of 


1981-82. 


Table 8.1 
Financial Requirements and Sources of Financing 


1976-17 we AST I-7185. 41978-7179... 1979-80.< 1980-81 


(millions of dollars) 
Financial requirements excluding 


foreign exchange transactions — 5,548 —8,449 -—11,113 -—10,445  —10,117 
Foreign exchange transactions 1,281 1,186 4,262 — 128 1,157 
Total financial requirements — 4,267 —7,263 —6,851 —10,573 — 8,960 


Unmatured debt transactions 
payable in Canadian dollars 


Marketable bonds 2,270 3,432 5,317 6,260 7,978 
Canada Savings Bonds 782 1,700 een — 1,172 — 2,270 
Treasury bills 1,760 3,040 2,240 2,790 5,445 
Total 4,812 8,172 8,778 7,878 11,153 
Change in cash balance 545 909 1,220 — 2,695 2,193 
Cash balance at end of period 3,597 4,506 6,433 3,738 5,931 


() First seven months to October 31, 1981, as estimated. 


1981-82” 


— 4,633 
789 
— 3,844 


2,421 
— 1,865 
1,095 


1,651 
— 2,193 
3,738 


As can be seen from the table, the amount of borrowing by the government in 


the Canadian financial markets is primarily the result of the financial 


requirements, but it is also affected by exchange transactions and changes in 
cash balances. No projections of these financing transactions are provided, 
since to an important extent they are responsive to unpredictable changes in 


financial and exchange markets. 


The second line in the table shows the total impact of foreign exchange 


transactions. There are two ways in which foreign exchange transactions affect 
total borrowing requirements. The first of these is by the sale of U.S. dollars 
from the Exchange Fund Account as a result of the government’s intervention in 
the foreign exchange market. The exchange intervention policy is designed to 


minimize undue fluctuations in the exchange rate, and thus involves both 


purchases and sales of Canadian dollars. In periods such as 1978 and 1979, 
when the Canadian dollar was under persistent downward pressure, the net 
result of intervention operations was a sale of foreign exchange and hence an 


increase in the supply of Canadian dollars to federal cash balances. 


The second way in which foreign exchange transactions impact on the 


government’s need to borrow arises from the government’s own requirements 
for foreign exchange. Some of the government’s budgetary expenditures involve 
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the purchase of goods and services from other countries which have to be paid 
for in foreign currencies. These requirements may be met by acquiring the 
foreign currencies from the exchange reserves, and thus may not give rise to a 
need to borrow Canadian dollars. Until recently, such expenditures were 
relatively small, and it had been the practice to provide the foreign currencies 
out of the exchange reserves. Thus they did not give rise to a requirement for 
Canadian dollars. Current practice is to purchase these funds in the market, 
since foreign exchange needs have grown due to rising debt charges on foreign 
debt and defence purchases. This new practice ensures that the government’s 
foreign exchange reserves are not eroded to meet its foreign currency 
expenditures but it means that this aspect of foreign currency operations no 
longer serves as a source of funds to meet financial requirements. 


The sales of foreign currencies in 1979 and 1980 led to the need to replenish 
the foreign currency reserves by foreign borrowing. When foreign currencies are 
borrowed, they are added to the foreign exchange reserves and this has no 
direct impact on Canadian dollar financing requirements. Canadian dollar 
financing requirements are only reduced when foreign currencies are converted 
into Canadian dollars through the foreign exchange market. 


Table 8.1 provides figures for the first seven months of fiscal year 198 1-82; it 
can be seen that over that period foreign exchange transactions provided an 
important source of funds. This was of course associated with some decline in 
U.S. dollar holdings in the Exchange Fund Account, and these were replenished 
by drawings on the standby lines of credit. These lines of credit, which serve as 
a useful source of liquidity in our exchange reserves, consist of a U.S. 

$3.5 billion line with the Canadian chartered banks and a U.S. $3 billion line with 
a consortium of international banks. Both of these standby arrangements have 
been renegotiated in recent months. The arrangement with the Canadian banks 
was increased in size, and in both cases the new agreements provide additional 
flexibility and lower costs. Since drawings under these standby lines have been 
outstanding on a number of occasions over recent months, the government is 
considering the possibility of some foreign borrowing to provide a more 
permanent source of funds. An initial step in this direction was taken on 
November 4, when Canada completed arrangements for a private placement 
with the Saudi Arabian Monetary Agency to raise U.S.$300 million. The offering 
consisted of a single maturity of 5-year 16'4-per-cent bonds dated November 3, 
1981. 


Table 8.1 also provides information on the net amounts of funds raised in the 
Canadian financial markets through the sale of marketable bonds, treasury bills 
and Canada Savings Bonds. Table 8.2 shows the impact that these sales have 
had on the total amount of each of these types of debt outstanding and their 
relative importance in the total Canadian dollar unmatured debt. 


The government's marketable debt program during the previous two fiscal years 
had been rather heavy, reflecting a need to refinance large Canada Savings 
Bond redemptions and generally favourable market conditions during this 
period. In contrast, during the current fiscal year to date the government has 
been offering smaller bond issues and has tapped the market at more frequent 
intervals. Also there has been much more heavy reliance on the use of 
extendible bonds rather than long-term bonds. This trend in part is the result of 
more difficult market conditions during this period. 


This recent marketable borrowing strategy has helped reduce borrowing costs 
in two ways. First, the smaller bond offerings have minimized the impact of the 
government’s borrowing on the market. Second, in the periods of interest rate 
volatility that have characterized the markets, the smaller-sized issues have 
limited the exposure of the government when borrowing during periods of peak 
interest rates. The heavier reliance on extendible bonds has also permitted the 
government to raise funds at times when investment funds were difficult to 
attract, at costs lower than would have prevailed had conventional bond issues 
been used. 


Canada Savings Bonds (CSBs) have played a much smaller role in government 
financing over the past several years. As shown in Table 8.2, CSBs as a share of 
total debt have fallen from 38 per cent at March 31, 1977 to 20 per cent at 
March 31, 1981. Furthermore, in each of the past two fiscal years there has 
been an actual decline in the stock of outstanding CSBs. As CSBs are cashable 
on demand, investors have redeemed bonds during periods of increases in 
interest rates. The government has responded to this development by 
implementing more frequent interest rate adjustments to outstanding issues. 


The new 1981-82 series of CSBs offers an attractive 19% per cent first-year rate 
with a minimum of 10% per cent in each of the remaining six years. Short-term 
interest rates have fallen sharply since the CSB terms were announced, resuiting 
in the potential for a large campaign. In response to this, the government 
lowered the maximum individual purchase limit to $15,000 from $35,000 prior 
to the date on which cash sales commenced. Also, the new issue was 
withdrawn from sale on November 6, which was the earliest possible date 
pursuant to the terms of the issue. 


Treasury bills were relied upon more heavily during the 1980-81 fiscal year, in 
part to offset the large volume of CSB redemptions. This source of funds has 
been used less heavily in the current fiscal year, due to the relatively high level of 
cash balances at the beginning of the year and the inflow of Canadian dollars 
from foreign exchange transactions. At the weekly auctions, tenders are 
accepted for three-month and six-month bills and one-year bills are offered 
once every four weeks. 


In the past few years treasury bills have become a much more flexible source of 
funds to the government. There has been more variation in the amount of new 
funds raised at weekly auctions due to such considerations as seasonal changes 
in cash balances and the impact on cash requirements emanating from net CSB 
redemptions or foreign exchange operations. The treasury bill program has also 
become more flexible so as to enable the government to meet its cash 
management objectives. 


It is anticipated that the main elements of the debt management strategy of 
recent years, which has been outlined above, will continue to guide government 
financing operations over the period of the fiscal plan. As has been noted, 
detailed projections of financial operations are not appropriate because of the 
need for such operations to respond flexibly to market pressures. Nonetheless, 
it is clear that the reductions in the deficit and financial requirements projected 
over future years will simplify considerably the debt management problem and 
ease the pressures which government borrowing operations place on the 
financial markets. 


67 


It is possible that over the period of the fiscal projection there will be some 
modest appreciation in the Canadian dollar leading to some increase in our 
foreign exchange reserves, thus causing foreign exchange transactions to 
become a net use of funds rather than a net source of funds. It is unlikely, 
however, that this effect will be large enough to offset the basic downward trend 
in the size of the government's financial requirements including exchange 
transactions. 


Table 8.2 
Government of Canada Direct Debt Outstanding'”) 
Payable in Canadian Currency 


1976-77 1977-78 1978-79 1979-80 1980-8 1 


(millions of dollars) 


Marketable bonds hi fahe 21,144 26,461 32,721 40,699 
(percentage share) 42 42 45 49 52 
Canada Savings Bonds 16,225 1%;925 19,146 OTA 15,704 
(percentage share) 38 36 32 27 20 
Treasury bills 8,255 112295 135535 16,325 21,770 
(percentage share) 20 22 23 24 28 


Total 42,192 50,364 59,142 67,020 78,173 
Fa a ee te re he bye Ort pee SD UE 
“ After deducting the government's holdings of its own securities. 
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IX. Supplementary Accounting Statements 


Accounting Impacts of the Change in the Organizational Status 
of Canada Post 


The public accounts for 1980-81 have recently been published. These accounts 
incorporate the various revisions to accounting conventions that were adopted 
in recent years, such as the deletion of accounts internal to the government, the 
calculation of the government’s contribution to the unemployment insurance 
account on a current basis, and the provision for valuation losses. They also 
incorporate the reclassification of loans and subscriptions to international 
organizations from the ‘‘foreign exchange transactions’ category to the “‘loans, 
investments and advances’ category, and the introduction of a new category 
called ‘‘specified purpose accounts’’. This latter category incorporates all the 
accounts previously classified as “‘insurance and pension accounts’’ together 
with deposit and trust accounts which had previously been classified with ‘‘other 
non-budgetary transactions’. The 1980-81, public accounts continue to treat 
Canada Post as a government department. Effective October 1981, however, 
Canada Post has been converted into a crown corporation. This conversion will 
involve major changes to the public accounts, and these changes are reflected 
in the fiscal statements of this budget. 


In converting the public accounts statement of financial transactions to include 
Canada Post on a crown corporation basis, budgetary revenues are decreased 
by the amount of postal revenues; budgetary expenditures are reduced by the 
amount of postal expenditures but increased by the amount of the postal 
deficit. In addition, the new Canada Post crown corporation will either be 
charged for services formerly provided to the postal department at no cost or 
the new corporation will supply the service internally. In either case, the effect 
will be to reduce the federal expenditures formerly related to the provision of 
these services to Canada Post. For example, Public Works Canada formerly 
provided Canada Post with services relating to the maintenance of government 
buildings. 


The costs of these services were formerly recorded as budgetary expenditures 
of Public Works Canada. In the future, Public Works Canada will recover its 
costs from the new Canada Post Corporation, thereby reducing its expenditures 
on a net basis. The government thus will pay for these costs only to the extent 
that the new corporation runs a deficit. Besides Public Works Canada, other 
departments which will now either recover costs or not provide services at all to 
Canada Post are the Treasury Board, Supply and Services Canada and Labour 
Canada. On the other hand, the government will be providing the new postal 
corporation with the funds necessary to subsidize certain publishers’ mailing 
costs. The accounting changes resulting from the conversion thus reduce 
budgetary revenues and budgetary expenditures, but leave the budgetary 
deficit unchanged. Table 9.1 shows the adjustments made to budgetary 


69 


Table 9.1 
Conversion of Canada Post from 
a Departmental to a Crown Corporation Basis 


Budgetary expenditures 


Budgetary revenues 


Postal Subtract Postal 
depart- postal Postal depart- Subtract Postal 
ment expendi- Add postal corporation ment postal corporation 
basis ture deficit” basis basis revenues __ basis 
(millions of dollars) 
1976-77 38,845 — 1,116 501 38,230 32,635 —615 32,020 
1977-78 43,155 — 1,237 464 42,382 32,866 —773 32,093 
1978-79 47,442 — 1,274 371 46,539 35,216 — 903 34,313 
1979-80 51,534 — 1,411 293 50,416 40,054 — 1,118 38,936 
1980-81 59,175 — 1,595 486 58,066 46,507 — 1,109 45,398 
1981-82 68,777 — 1,747 620 67,650 55,437 — 1,127 54,310 
1982-83 T2007 —2,157 400 75,450 66,717 — 1,757 64,960 
1983-84 86,228 — 2,428 275 84,075 76,678 — 2,153 74,525 
1984-85 95,275 — 2,690 50 92,635 85,295 — 2,640 82,655 
1985-86 104,993 — 3,043 0 101,950 94,788 — 3,043 91,745 


“) Excludes subsidy to cover certain publishers’ mailing costs, which remains as an element of budgetary expenditures. 


Table 9.2 
Government of Canada 


Public Accounts Presentations Summary Statement of Transactions‘") 


(Canada Post as a Crown Corporation ) 


1976-77 
Budgetary transactions 
Revenue 32,020 
Expenditure 238-230 
Deficit — 6,210 
Non-budgetary transactions 
Loans, investments and advances 254 
Specified purpose accounts 2,014 
Other transactions 799 
Net source 662 
Financial requirements (excluding foreign 
exchange transactions —5,548 
Foreign exchange transactions Leo 
Total financial requirements = 4/267 


CNM ET AS 


1978-79 1979-80 


(millions of dollars) 


32,093 
— 42,382 
— 10,289 


— 1,770 
Zt 
839 
1,840 


— 8,449 


1,186 
— 7,263 


34,313 38,936 
—46,539 —50,416 
— 12,226 —11,480 


— 1,102 — 1,428 
2,780 2,047 
— 565 416 
1,113 1,035 


—11,113 —10,445 


4,262 — 128 
—6,851 —10,573 


1980-8 1 


45,398 
— 58,066 
— 12,668 


—523 
2,781 

293 
2,551 


— 10,117 


115% 
— 8,960 


“) Requirement (—). 


revenues and expenditures to convert the public accounts figures from a postal 
department to a postal crown corporation basis, and Table 9.2 shows the 
summary statement of government transactions from 1976-77 to 1980-81 after 


this conversion. 


The Fiscal Projections on a National Accounts Basis 


The fiscal projections on a national income and expenditure accounts basis 
generally reflect the same underlying factors as discussed in the public accounts 


presentation. 
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Budgetary revenues and national accounts revenues differ in the treatment of 
certain revenue items, with the national accounts having a broader revenue 
base. National accounts revenues include unemployment insurance 
employer-employee contributions, contributions to government pension plans 
and accrued gross receipts from the petroleum compensation charge and the 
Canadian ownership charge. In addition, the oil export charge and corporate 
income taxes are on an accruals basis in the national accounts rather than on a 
cash collections basis as in the public accounts. 


The reduction in the unemployment insurance contribution rate in 1982 is one 
reason why direct taxes on persons grow more slowly than personal income 
taxes after 1981-82. The strong growth in energy taxes contributes much of the 
increase in direct taxes on corporations (which include the petroleum and gas 
revenue tax and the incremental oil revenue tax) in 1981-82 and 1982-83. The 
gross petroleum compensation charge and Canadian ownership charge 
revenues are largely responsible for the 54. 1-per-cent growth in indirect taxes in 
1981-82. 


The two measures of expenditures, public accounts total outlays and national 
accounts total expenditures, are based on different accounting measures. 
National accounts expenditures include gross petroleum compensation 
payments and gross unemployment insurance benefits, while public accounts 
budgetary expenditures include only the government portion of unemployment 
insurance benefits and net petroleum compensation payments. In addition, the 
rebate to the provinces of a portion of oil export charge revenues is a national 
accounts expenditure item, while it is netted off revenues in the public accounts. 
These accounting differences are largely responsible for the fact that the 
national accounts expenditure growth rates are higher than the growth in total 
outlays in the first two years of the forecast. However, the two different 
accounting approaches produce very similar growth rates for total expenditures 
and total outlays in the final three years of the forecast as the rapid growth of 
energy-related expenditures tapers off in later years. 


National accounts total expenditures for 1981-82 are estimated to be 

$76.6 billion, an increase of 22 per cent over 1980-81. Very high rates of growth 
in interest on the public debt and in subsidies (which include petroleum 
compensation payments on a gross basis), and somewhat above GNP growth 
in transfers to persons, are the principal factors contributing to the high growth 
in national accounts expenditures in this year. In the following years of the 
forecast period, it is expected that the annual growth in total expenditures will 
taper off. The decline can be attributed in particular to moderation in the growth 
rates for interest on the public debt, transfers to persons and subsidies. The 
growth in transfers to other levels of government is expected to decline 
significantly to 2.4 per cent in 1982-83, before rebounding to more normal 
growth thereafter. Transfers to non-residents exhibit relatively high growth rates 
throughout the forecast horizon, reflecting increases in official development 
assistance. 


The fiscal projections are summarized on a national accounts basis in 
Tables 9.3 through 9.8. 
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Table 9.3 
Government of Canada Revenues and Expenditures, 
National Accounts Basis 


1980-8 1 1981-82 1982-83 1983-84 
(millions of dollars) 


Revenues 

Direct taxes, persons 24,530 29,965 34,045 40,770 
Direct taxes, corporations 8,390 10,945 15,060 17,350 
Direct taxes, non-residents 932 980 1,065 ee 
Indirect taxes 13,302 20,495 22,290 23,900 
Other current transfers from 

persons 20 20 20 25 
Investment income 4,873 5,900 6,845 7,690 
Capital consumption 

allowances 800 895 1,000 1,105 
Total l 52,847 69,205 80,330 91,995 


Expenditures 


Current goods and services 14,336 16,130 18,050 20,190 
Transfer payments to persons 17,245 19,875 22,740 25,425 
Subsidies 5,547 7,950 9,575 10,875 
Capital assistance 655 1,335 2,435 3,145 
Current transfers to 
non-residents 778 900 1,250 1,400 
Public debt interest 10,499 14,535 16,575 17,830 
Transfers to other levels of 
government 12,876 14,770 15,120 16,795 
Gross capital formation tS 1,070 1,145 1,275 
Total 62,711 76,565 86,890 96,935 
Surplus or deficit (—) — 9,864 — 7,360 — 6,560 — 4,940 
Table 9.4 


Fiscal Projections, 
National Accounts and Public Accounts Comparison 


1980-8 1 1981-82 1982-83 1983-84 
(millions of dollars) 


Revenues 
Public Accounts — budgetary 
revenues 45,398 54,310 64,960 74,525 
(percentage change) 16.6 19.6 19.6 14.7 
National Accounts — total 
revenues 52,847 69,205 80,330 91,995 
(percentage change) 17.0 31.0 16% 14.5 
Expenditures 
Public Accounts — total outlays 58,589 68,300 76,300 85,150 
(percentage change) 13.0 16.6 TAS. 11.6 
National Accounts — total 
expenditures 62,711 76,565 86,890 96,935 
(percentage change) 15.1 227) 13.5 16 
Net position 


Public Accounts — financial 

requirements, excluding foreign 

exchange transactions — 10,117 —9,775 — 6,585 — 5,545 
National Accounts — balance — 9,864 — 7,360 — 6,560 — 4,940 


1984-85 


45,800 
19,370 

1,265 
25,420 


25 
8,710 


1,225 


101,815 


22,415 
28,745 
11,620 

3,515 


1,600 
19, 135 


18,950 
1,365 


107,345 


— 5,530 


1984-85 


82,655 
10.9 


101,815 
TOR; 


93,900 
10.3 


107,345 
10.7 


— 5,980 
— 5,530 


1985-86 


50,985 
21,925 

1,375 
26,990 


25 
9,615 


1,350 


112,265 


24,860 
31,580 
12,735 

3,890 


1,850 
20,095 


20,840 
1,445 


117,295 


— 5,030 


1985-86 


91,745 
11.0 


112,265 
10.3 


103,300 
10.0 


117,295 
9.3 


— 6,365 
— 5,030 
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Table 9.5 
Government of Canada Summary, 
Extended National Accounts Presentation 
1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 


: (millions of dollars) 
National Accounts transactions 


Revenues 52,847 69,205 80,330 91,995 101,815 112,265 
Expenditures —62,711° —76,565 -—86,890 —96,935 -—107,345 —117,295 
Surplus or deficit (—) — 9,864 — 7,360 — 6,560 — 4,940 — 5,530 — 5,030 


Loans and other transactions 
Loans, investments and 


advances — 634 —641 — 861 — 1,091 — 1,284 — 1,369 
Cash versus accrual —5/2 — 1,962 621 250 570 — 263 
Other transactions 953 188 215 236 264 297 
Net source or requirement (—) — 253 —2,415 —25 —605 — 450 — 1,335 


Total financial requirements 
(excluding foreign exchange 
transactions) — 10,117 —9,775 — 6,585 — 5,545 — 5,980 — 6,365 


“) “Total revenue” plus ‘‘capital consumption allowances’’ according to Statistics Canada’s national income and 
expenditure accounts. 

(2) *‘Current expenditure”’ plus ‘‘gross capital formation’ according to Statistics Canada’s national income and expenditure 
accounts. 

Table 9.6 

Government of Canada Revenues, 

Public Accounts and National Accounts Reconciliation 


1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 


(millions of dollars) 


Budgetary revenues — 

Public Accounts 45,398 54,310 64,960 74,525 82,655 91,745 
Adjustments: 

Deficits of government business 


enterprises‘” — 1,125 — 1,260 — 1,105 —995 — 768 -—719 
Corporate income tax, PGRT and 

IORT® 124 970 260 495 690 680 
Oil export charge 24 390 170 125 45 —5 
Government pension and social 

security receipts) 6,579 8,664 9,497 11,159 12,636 14,075 
Capital consumption allowances 800 895 1,000 1,105 1,225 1,350 
Canadian ownership charge 0 955 760 0 0 0 


Excess of national accounts 

petroleum compensation 

revenue over petroleum 

compensation account 

surplus®) 1,421 4,970 5,355 5,925 5,610 5,355 
Miscellaneous adjustments® —374 — 689 — 567 — 335 —278 —216 


Total revenues—National Accounts 52,847 69,205 80,330 91,995 101,815 112,265 
qq 


Includes Canada Post deficit. In the public accounts, deficits of government business enterprises are a charge to 
budgetary expenditures whereas in the national accounts, these deficits are deducted from remitted profits of other 
government business enterprises. 

This adjustment represents the excess of accruals over collections for corporate income tax, petroleum and gas revenue 
tax and incremental oil revenue tax. 

Included in the oil export charge adjustment are: the excess of accruals over collections for the oil export charge and the 
transfer to the provinces for crude oil exports. Revenue from the transportation fuel compensation recovery charge is 
excluded from the national accounts oil export charge for the purpose of this reconciliation. 

In the public accounts, these government pension and social security receipts are treated as non-budgetary transactions, 
whereas in the national accounts, these transactions are included in government revenue. 

In the public accounts, the petroleum compensation charge is netted against petroleum compensation payments. Gross 
revenues and payments are recorded in the national accounts. 

These miscellaneous adjustments arise as a result of conceptual differences between the two forms of presentation. 
These items represent, for example, the proceeds from the sales of existing capital assets; budgetary revenue items 
offset against budgetary expenditures; imputed items; an adjustment for the treatment of revenue in the supplementary 
period; and the excess of accruals over collections for the transportation fuel compensation recovery charge. 


(2 


(3 


= 


(4 


(5 


(6 
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Table 9.7 
Government of Canada Expenditures, 
Public Accounts and National Accounts Reconciliation 


1980-8 1 1981-82 1982-83 1983-84 1984-85 1985-86 


(millions of dollars) 


Budgetary expenditures — 


Public Accounts 58,066 67,650 75,450 84,075 92,635 101,950 
Adjustments: 

Transfers to funds and agencies" = 1,736 —2,947 — 3,153 —3,271 —3,577 —3,813 
Deficits of government business 

enterprises (?) — 1,125 — 1,260 — 1,105 —995 — 768 —719 
Expenditures of funds and agencies 1,334 1,942 2,023 2,102 2,336 2,536 
Government pensions and social 

security disbursements 5,943 6,503 7,754 9,178 10,045 10,909 
Capital consumption allowances 800 895 1,000 1,105 Waco 1,350 
Petroleum compensation program “4) 914 4,732 5,336 5,834 5,603 5,433 
Miscellaneous adjustments °°) — 1,485 — 950 —415 — 1,153 — 154 —351 


Total expenditures — 
National Accounts 62,711 76,565 86,890 96,935 107,345 117,295 


qa 


In the national accounts, budgetary appropriations to various funds and agencies are replaced by the expenditures 
actually made by the funds and agencies. These figures do not include payments from the petroleum compensation 
revolving fund which are included in the ‘petroleum compensation program”’ line. 

In the public accounts, deficits of government business entreprises are a charge to budgetary expenditures whereas in 
the national accounts these deficits are deducted from remitted profits of other government business enterprises. 

In the public accounts, these government pension and social security disbursements are treated as non-budgetary 
transactions whereas, in the national accounts, these transactions are included in government expenditure. 

These figures represent the difference between gross payments recorded on a national accounts basis and net payments 
recorded on a public accounts basis. 

As in the case of revenues, the miscellaneous adjustments arise as a result of conceptual differences between the two 
forms of presentation. These items represent, for example, reserves and write-offs which include provisions for valuation; 
purchase of existing capital assets; budgetary revenue items offset against budgetary expenditure; expenditures of 
reserve accounts; imputed items; and an adjustment for the treatment of expenditures in the supplementary period. 


(2 


(3 


(4 


(5 


Table 9.8 

Government of Canada Non-Budgetary Transactions, 
Public Accounts and 

Extended National Accounts Reconciliation 


1980-8 1 1981-82 1982-83 1983-84 1984-85 1985-86 


(millions of dollars) 
Non-budgetary transactions — 


Public Accounts 2,00 | 3,565 3,905 4,005 4,000 3,840 
Loans and advances to funds and 

agencies —111 9 —11 —16 —19 —19 
Government pension and social 

security accounts — 1,849 — 3,406 — 3,278 — 3,617 — 4,384 — 5,066 
Excess of accruals over collections — 148 — 1,445 —525 — 640 —710 — 655 
Miscellaneous adjustments" —696 = 1, Sk —116 = 6%847/ 663 565 


Loans and other transactions — 
extended National Accounts — 253 —2,415 —25 —605 —450 — 1,355 


As in the case of revenues and expenditures, the miscellaneous adjustments arise as a result of conceptual differences 
between the two forms of presentation. These items represent, for example, the adjustments for the treatment of 
revenues and expenditures in the supplementary period; the change in the reserves; and the adjustment required to bring 
financial requirements of entities included in the national accounts government sector in line with the requirements of 
these entities which are met through the consolidated revenue fund. 
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